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FOREWORD 



Traditionally ^'ocational education has beyii gear&d primarilv 
Co preparing students for employnient^-t i preparing employees. 
Yet there is another career path avail-ble; students can learn 
how to set up and manage chair own businesses. They can become 
^^ntrt^preneurs . 

VocQtional education, by its very natures is well suited to 
developing entrepreneurs. It is important that ent renreneurship 
education be developed and incorporated as a distincc but integral 
part of all vocatlnnal oducacion program areas. A Program for 
Acquiring Competence in Entrepreneurship (PACE) represents a way 
to initiate further action In "his direction. 

The strength behind these instructional units is the interest 
and involvement of vocational educators and successful entrepreneurs 
in the scate of Ohio and across the nation. Special recognition is 
extended to the project staff: Lorraine T. Furtado^ Project Director 
and Lee Kopp , Program Associate. Appraciation is also expressed to 
the many who reviewed and revised the drafts of the units: Ferman 
Moody s Hannah Eisner, and Sandra Gurvls, We owe a special thanks to 
those consultants who contributed to the content of this publication: 
Carol Lee Bodeen, Louis G, Cross j Douglass Guikema. Peter G. Haines, 
Philip S, Manthey, Chiarles McDowell, Mary E, McKnight, Steven 
Miller, Barbara S. Riley, Barhara A. Rupp, Ruth Ann Snyder, Robert L. 
Sue tie, Florence M. Wellnan and Roy H. Young. 

Robert i:. Taylor 
Executive Director 
The National Center for 
^ Research in Vocational Education 



HOW TO USE PACE 



A Program fur Acquiring Competence in Entrepreneurship 
(PACE) is a curriculum rasponsive to the need for instruction 
in entrepreneurship. It is primarily for postsecondary level, 
including four year colleges and adult education, but it can 
also be adapted for special groups, PACE is divided into three 
parts (1) Getting Ready to Become an Entrepreneur, (2) Becoming 
an Entrepreneur (establishing a business), and (3) Being an 
Entrepreneur (operating a business)* 

Each of thu Lhree partB haa a aet of ins true C iona 1 units which 
reiate to th-t topic. Within these unitSj the material ir organized 
into three levels of learning: Exposure, Exploration, and Prepara-^ 
cion/Adaptation, These levels of learning progress from simple l.. 
complex concepts* 

The levels of learning will enable you to use the PACE materialL4 
to suit your individual needs. You may find it best to work with 
tiie exposure level of one unit and the exploration level of another. 
Or, you may choose to pursue one level throughout the entire series. 
You might also want to work through two or more levels in one unit 
before going on to the next unit. 

Before beginning a unit, discuss with your instructor what Iwvel 
ur levels of learning in that unit are most appropriate to your goals 
and abilities. Read the unit overview and look through the pre/post-- 
aHsessments for the three levels to help you in your choice. Also 
chuck the list of definitions you might need to look up or research 
for that level. 

W^ien you are ready to start, turn no the liivel you have chosen, 
Lako the prcassessment and identifv chose items which you feel need 
HpMoIul attun^' m ' ^he unit, j look at the learning objectives; 

y will tt) yo. .-^t yr should be able to do by the time you 
finish that level of learning. 

As you reads you will notice questions in the ma w iongsidt 
the substantive cuvi^ont of each level. Use the^^. .^stioi;-^ 

r ' i du > uii i 

^ 'he end oi cncii level of learning are activities which help 
. buuumu iiwulved with the content presented in the unit. You and 
your instructor can decldu on how many activities you should do; you 
may want to do several or you many need to do all. 



Thun, evaluate vourself, Is there any :r.ateri:ii that you n^w 
to ruview before you take the postassessment ? The difference in 
anHwura on the prc/po^ tassasinents niioulu j^how vou hov, r^iuh ■•■..mi ^ 
grown in yuur knuwiudge of eiit rvpreiuairHh ip , 

When you and your instructor feel chat veu have t^uccoss : ul I;/ 
compieted chat level, vdu are ready zo begin another ievel or b-a 
either in the same unit or in another. 
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OVERVIEW OF THE UNIT 



Determining the amount of money you will naad to 
start up your business is not a simple task. At the 
outsat you will have to raise enough capital to cover 
initial inventory and all start--up expensas . ^'ou must also 
be able to cover operating and parsonal expeiises until the 
business begins to break even* Once you dacide how much 
money you will needs you^ must ask the question, "I^Jhere 
can I get the mDnay to finance the business?" An under- 
standing of some basic financial concepts and statements 
will help you determine and gather the finances necessary 
for a successful business venture. This unit introduces 
these financial concepts and--"S"t a cements and will help you 
locate and distribute your financial resources* 



ix 



. DEFINITIONS TO KNOW BEFORE YOU BEGIN 

As vou read through a level, you riighc find some unramiliar 
words. Listed below are several business cerms used ir onch 
level. Knowing these before vou begin might help yLUi to 
better understand tliat level. 

EXPOSURE 



EXP LORATION 
shorL^term loan 
in u armed iate--Lerm loan 
loii^-term loan 

PREPARATION/ APAPTATION 
start-up costs 
operation expenses 
projected sales income 



trade credit 
gross profit 
gross margins 
net profits 

net profits 
gross profits 
sales volume 
trade credit 
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-ATM OF STU:^Y 

V:=it I A 
V-Lt 1 B 
Unit: I C 

PART II-- BECOMING A^. ENTREP iR^EUR 
Unic II A 
Unie II B 
Unic II C 
Unit II I) 
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YOUAREHEll£> LJnit II F== How Fin.^ cn. lUisin... 



PART III BEING AN ENTREPRENEUR 
Unic III A 
Unit III B 
Unit III C 
Unit III D 
Unit III E 
Unit III F 
Unit III G 
Unit III H 



EXPOSURE PART IL UNIT F 

HOW TO FINANCE 
THE BUSINESS 

PREASSESSMENT 

Here are some questions that tast for knowledge of the 
contents of this level. If you are very familiar with the 
information needed to answer them, perhaps you should go to 
another level or unit = check with your instructor* Otherwise, 
jot down your answers* After you've read through this level , 
take the postassessment at the end of the -'Exposure Activities'* 
section and measure what you've learned, 

1, What are start=up costs? 

2, Estimate your net worth. 

3/ Who would you consult to get the information you 
need on preparation of financial statements? 

4, What is the difference between equity financing and 
■ debt financing? 

5* What is a business plan and what do you think it 
should include? 
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How to Finance 
the Business 

TEACHING/LEARNING, OBJECTIVES 

Upon completion of this level of iuHtirucEiioii ^ you 
should be able to i 

1, Describe the information needed to determine 

start--up tosts for a business. 
2p Explain the difference between equity and 
debt financing* 

3. Describe alternative sources of financing 
small businesses, 

4. Describe the information that should be included 
in a business plan, 

5* Describe three financial statements needed 
for developing a business plan* 
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Part II, Unit F 
How to Finance 
the Business 



SUBSTANTIVE INFORMATION 

DETERMINING CAPITAL NEEDS 
How can you make your dream of opening your own 
businesa become a reality? You must think about your 
business in terms of dollars and cents'. It is going to 
take money to open the business and financial prepara^ 
tion is all^important . 

Having enough capital is crucial to business success 
Every business must have enough funds from income ^ in^ 
eluding sales and interest from reserve capital, to 
cover monthly operating expenses as well as inventory 
and equipment purchases5 credit sales if you extend cus- 
tomer credits and emergency needs . 

Where do you begin? You should start by developing 
a business plan that includes financial^ statements . A 
written business plan simply eKplains what your business 
venture will be like and describes how you intend to 
operate it. Information concerning start-^up costSj 
operating expenseSi personal living costs, a^J net worth 
will help you prepare the reports needed to develop a 
workable plan^ at least in financial terms. These ^ 
financial reports will help you prepare for the first 
lean months of your new venture*' Preparation of the 
business plan and financial statements will be disGussed 
later in this level, 

3 
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Make a list of your probable business and personal 
needs and their costs. Then cgmpare your costs with the 
actual costs of operating a buainoss similar to the ona 
you are expecting to open , Be sure to check your needs 
with your available funds. Do you have the funds required? 
For the time beings don't concern yourself v/ith determining 
where the funds will come from; concentrate BDlely on 
deterinining what the necessary funds are. 

You need to make a list of needs and probable costs. 
Your list should answer the fpllowing questions: 
How much will It cost you to start up 
your business ? 

How much start=up cash is available to you 
without borrowing? 

How much money will it take to operate the 

business for the first year? 

^^at are your living expenses? 
. What is your net worth? 

How much Income will the business generate? 
In sum, you need to estimate the overall start-up 
costSs in addition to the operating costs once the business 
gets going. It is not necessary to make a wild guess. 
Reasonable estimates can be obtained by gathering informa-^ 
tion from a variety of sources, and through doing the 
activities necessary to open your business. 
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Pnrt Unit F 

I 

One-Time O nly Business Costa 

NHAT ARE ONE-TIME Whether you are starting up a new operation, or 

BUSINESS COSTS? purchasing an existing business, you will want to estimate 

your one-time costs. One-time or start-up costs are those 

expenses that will occur only once* One-time costs might 

I 

Include the fwllowingi 

* Fixcures and equipment 

* Starting inventory 

* Decorating and/or remodeling 
Installation of equipment 

r Office suppllBB 

Deposits fo: vJ ities 
, Legll and pruf €s^:ional fees 
. Licensee and peL aits 
Advertising for opening 

* Acc^^unts receivable (if applicable) 
Operating cash 

(Adapr^^d from Busin ess Pla n For R etailers) 
unoving these one-time costs will givr you some idea 
■:f wbu yoj, yrofit niust be to siniply recover your initial 
. iTiv^ y^-TK (sc- A). These costs should become an 

lirp-/; -r^ - ■ - /n^M- financial planning and represent a 
ri:aLi:i.^^;* point. Later you will decide how to amortize 
these cofics over one or more years, depending upon your 
plan to recover this investment. 
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Exhibit A 



START-UP COSTr 
MONEY NEEDS FOR FIRST U udc^E MONTHL 



From last payahijak i 
LrviNG EXPENSES Moving B3:penBe 



DEPOSITS, 

PREFAmENTS^ 

LICENSES 



LEASEHOLD 
IMPROVEMENTS 



For thrBQ months ajtav opaninn 
day (fTom aoBt-of-VLving budge 'J 



Last month- B husin&QO rent (l^t 
three mo7iths in oparating 
B^Bns&s belou)) 

Telephone and utility deposita 
Sales ta^ depasit 
Business UoenBf3B 
Inswpahae premiums 

Remodeling and redtsoamting 
FixtureB^ &qi4ipment, displayLJ 
- In$ta i lation labor' 
Sign s^^out Bide and inaide 



Servia&^ detii^ery equipment, 
and supplies 

MerahandiBe ( approscifnte ly 
65% of this^ amount to he 
invested in opening Btoakj 



INVENTORY 



TOTAL OPEMTING EXPENSES FOR THREE MO! ^ 
(Taken from pro J eat ed profit S toss statement) 

RESERVE TO CARRY CUSTOMERS' ACCOUNTS 

CASH FOR PETTY CASH, CHANGE, ETC. 

.. TOTAL 



Reprinted with Permission from Bank of America NT&SAj Stepn d 
Starting a Business^ Vol. 10 No, 10, Small Business R eporter. 
Copyright 1976 . . 

(> Id 
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mAT ARE FIRST 
YEAR OPERATING 
EXPENSES? 



Operati rig Exp enses 
To estimate your first year's expenses, you will need 
CO calculate operating expenses. These pre the eKpenscs 
necessary in operating the entire business on a tnonth-^to-^ 
month or yaar-^to-^year basis. You should also include 
start-up costs for at least the first three months, and 
preferably for the first year. These projections Include 
the following i 

Inventory 
. Rent 

Utilities/phone 

# Supplies 
Advertising 
Delivery expense 
Repairs 

, InsuranLu 

* Taxes 

Loan repayments 



HOW IMPORTANT IS IT 



TO KNOW YOUR PER- 



SONAL LIVING 

\ 

EXPENSES? \ 

V 

\ 



Personal Living Expensis 
Your business income must be greater than your operating 
expenses if your business is to succeed. You muse show a 
profit if your business is going to grow. One of the factors 
that will determine how much Income your busine'ss must 
generate to survive will be the minimum salary you need to earn 
from the business to cover your personal living expenses. 

7 
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Part II, Unic F 
How to FinniKH* 
The Bus i tu*HH 



At first,. your business income may bo vury small; ^'o meQi: 
the required business expenses, you niay noed another source of 
income or you may find you need to cut living expenses. Consider 
the eKperience of one couple vjiio successfully opened a hualth 
food restaurant' 

T}i& fimt month the restaurant graac^ed alwui 
$4^000 agairiQt $2^ 700 in the aont of the food 
(ooBt of sales) and $1^200 ia $1,:^00 tn over- 
head (not inaluding any salary for the ahmers). 
Diana aontinued her medioal offiae job^ and 
paid the household billa 

Six months after they opened the door^ they wave 
showing a profit— an mtmordinary nitiAation for 
most new businesBes , , , 

The restmirmt^a sales aontiinued i grow, l^y 
June^ Jim began to drozJ a monthly dary of 
$1^200 J whiah at this stage was aonsidered tlie 
restmrant^s profit. Previously j he had pa'd 
himself varying amounts as the aash flow allowed 
cmd their household ope2>ating aosts required. 
(Changing Times , The Kiplinger Maga^slne, June 1977 
pg, 26) Reprinted by perinission irom Changin g Tinies , 
The ^Tnlineer MagaElna, June 1977 issue,. Copyright 
1977 by The Kiplinger Washington Editors, Inc., 
1729 H. Street, NW, Washin'gtan, DC 20006. 

Just how much do you require for living expenses each month? 

When you figure your monthly expenses.^ you will want to include th 

following types of information* 

Regular monthly payments such as rent or house payments, car 

payments, and health or life insurance payments 

, Household operating expenses including gas, electricity, 

telephone, and water expenses 

. Monthly food .allowance including meals away ^from home 
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Personal eKpenses including medical expenses, 
clothings newspapers s auto expenses , gifts, etc* 
Tax eKpenses. 

There are many different formats which you can use to 
determine your cost-'of --living expenses* Exhibit B will pro-- 
vide you with a suimary of your living expenses. This infor-- 
' mation will help you determine if you can afford to open a 
business * 

Financial advisors suggest thRt ' wl L feel more 
^mfortable about your first few months in business if you 
have set aside a minimum of three months' living expenies* 
Many advisors state that, on the average, businesses take 
between three to nine months before they can begin to 
show enough profit to support the personal living expenses 
of the owners. 

Personal Net Worth 

WHAT IS PEESONAL. It is important to determine net worth because you may 

NET WORTH? be investing some of your own capital in the business in 

addition to borrowing money* Lenders will want to know your 
net worth. Determining net worth involves preparing a 
financial statement which answers the question, "How much am 
^ I worth financially?" 



i 
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EsMbit B 

COST-OF-LIVING BUDGET 

Based on average months-does not aover purQha3e of my naio 
e^a&pt emergenGy replaQ&ments, 



DETAILED BUDGET 

Regular Monthly Payments 

Rent or House Paimnts 
(inaluding taxes J 

Car Payments (inaluding 
insiwrnoe) 

Applianoes/TV 
Payments 

Home Improvement 
Loan Payments 

Personal Loan 
Payments 

Health Plan 
Payments 

Life Insuranoe 
Pi^emiiwis 

Other Insidrwioe 
PrenrLims 

Misae I laneous 
Payments 



TOTAL $_ 

Household Operating Esffpense 
Telephone _ 
Gas and Eleatrioity _ 
Water _ 



Other Household' Em- 
penses^ Repairs^ 
Maintenanae 

TOTAL 



$ 



Food Expense 

Fcod-At Ho'^r 

Food-Auaj From 
Home 

TOTAL 
Personal E^ense 

Clothing^ Cleaniyic^ 
Laundry^ Shoe Repair 

Drugs 

Dootors and Dentists 

Eduoa t%on 

Dues 

Gifts and 
Contributions 

Travel ^ 

Newspapei's^ Maga- 
zines^ Books 

Auto Upk3ep_, Gas 
and Parking 

Spending Money ^ 
Allowanoes 

TOTAL 
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Exhibit B (aontiniied) 

Tarn EocpensB BUDGET SumARY 

'Federal md St ate Regular Monthly 

Inoome Taxes $ Payments 



Personal Property Household Operating 

Taxes ^ $ Expense . 



Other Ta^es $ Food Eccpense $^ 

TOTAL ^ $ Personal E^ense $^ 



Tax Expense 
MONTHLY TOTAL 



Reptrlntad with permission from Bank of America NT&SA ■■Steps to 
Starting a Business Vol* no. 10 j Small Business Reporter 
Copyright 1976. 

Your net worth is determined by subtracting your liabilities 
(what you owe) from your assets (what you own)* In figuring your 
assetSj you should include available cash from bank accounts in 
addition to the followingi real estate, furniture , (paitO value 
of your car J cash value of life insurance policies , and interest 
accrued on savings and bonds. 

L^iabillties include ^current household bills and balances on 
installment contracts , such as the car loan, real estate mort= 
gage, and other loans. Exhibit C is an example of a personal 
financial statement. It is an Important document which is used 
when applying for a loan. 
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Exhibit C 






PERSONAL FIMNCTAL STATEMENT 
* BALANCE SHEET 

_^ 29 _ 




ASSETS Evsrything you aim with cash vaLiw 






Cash Money you have on hand mid in the bank 






Savinga Aaaaunts 






Stocks J Bonds J Other Seouritie& 






Aaaoimts/Notes Reaeivablr?^ 






Life Insuranae Cash Value 






R^ha tes/Hefw-ids 






Autos /Other Vehiates 

f 




(ft 


Real Estate 






Veated Pension Plan/Retimment Aaoounts 






Other Assets f fm^nishings^ applianaes^ 
jewelry J /wa^ aanieras^ tools ^ pets^ 
t2n4Bts^ eta* 




^ ! 


TOTAL ASSETS 




$ 

V 


LIABILITIES l/hat yoiL owe; your debts 






AoQOimts Payable 


* 




Contraots Payable 

^ \ 




$ 


Notes Payable 






Taxes 






Real Estate Loans 




ft 

V 


Otrier Liabilities : aourt- demanded payment a ^ 


eto . 


:, _ . 


TOTAL- LIABILITIES 






TOTAL ASSETS $ 






LESS TOTAL 

LT ABILITIES i 






NET WHTH 






Reprinted with Permission from Bank of America NT&SA "Steps 

Qf^-^nno a Rn«<TiP.ss." Vol. 10 No. 10. Small nuainess 
Reporter Copyright 1976. , 2h 
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the Business 

Sources of Informatjon 
By PtOW you have probably been asking youself, "How do 
1 get the information I need to make realist ir estimate!;:" 
There are several sources. Other business owners in the 
field represent one of the major sources of inf ormacion . 
Contact your colleagues for answers to such quescions as: 
What is the average monthly sales volume? Does the businesii 
field have peak months and low months? What are the typical 
business costs? What are suppliers charging for goods and 
services? What are the typical costs for rent, utilities^ 
etc.? 

Your library will have government publications, busi-- 
ness magaziness trade journals, and books that will give you 
typical start-up costs and related information for businesses 
similar to yours* Trade association publications will be 
quite helpful* 



WHAT ARE SOME 
TYPICAL START-UP 
COSTS? 



TYPICAL START-UP COSTS 
How much does it cost to open and operate a plant shop 
for three months? A bookstore? A TV/radio repair service? 
A fabric store? Exhibit D illustrates typical start-up 
costs, operating expenses, and personal living expenses for 
a hypothetical business^ Old Graveyard Antiques: 
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How in I- iuiturc 

Exhihit P 
OLD GRAVEYARD ANTTQUKS 

INtTIAL iNVESTMENT KOR START-UP AX!^ j MilNTHS' i )!' KR A"l I i i:: 



Inventory 

Equipmanc and fixtures 
RemodGling of nromisaH 
Rental Ci $400/ino* 
Insuranca 

Licenses and taxes 
Services of professionals 

(lawyer, accountant, etc., 
Wages ^ part-^tiTiia employee & $300/mo. 
Ovmer's living axpenses $7 00/ mo. 
Working capital (i.e., cash on hand 

to start business) 

Total capital required 



900 

2 ,aoo 



$25^ 



Start-'up costs vary ccnsiderabiy depending on thu bIz*^ 
and nature of che businass. Some businasHes can bu opuned ''on 
a shQestr ing ; others require a bigger invastment . For 
example 3 a small cleaning bu.^ineBK wojld need relativGl y 
little inventory at start-up because it Is sailing a narvice 
rather than a prcduct. On the other hand, a small f.ictt v 
will typically raquire a much greatar investment in eqiiipfnent 
and inventory par dollar of expected sales than eitiier a 
service agtablishment or a retail store, sach as Old Gravel- 
yard Antiques, 

Franchise operations ^ which sell local outlots of th.eir 
retail or service firms to entrepreneurs, have varying start- 
up costs. The purchase price may be paid in one sum, or as 
''monthly percentage of sales," or a combination of thaRa 
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arrangements. Oftan, the price of franchise outleCB of HmHll 

companies is within the range of the beginning entrepreneur. 

HowBverj such well-^knowr names as McDonald's, Ker uucky 

Fried Chicken, and Holiday Inn now cost a franchisee hundreds 

uf thousands of dollars in start=up costs. Sample acarr-up 

costs for franchises are listed below: 

Exhibit E 
SAI'IFLE FRANCHISE COSTS 



Type of Average 1^77 sales of 
business fran chise units ($000) 



Tax prepara- 
tion service 

Fast food 
restaurants 

Hotals and 
motels 



23 



335 



852 



Median stnrt-up cash 
requ:^.red ($000) 



30 



100 



(Based on Franchising in the Economy 1977-79 ^ Tables 13 and 
21s U*S* Department of Commerce^ Industry and Trade Adminis- 
tratlnn, 1979J 



HOW CAN YCU 
FINANCE THE 
BUSINESS? 



FINANCING THE BUSINESS 
Now that you-ve got n /erview of the financial ln\/est-^ 
. ent required, you might wonder, "How will I ever get enough 
money to start my o\m business?" Most business owners finance 
their businessG- by usl g a variety of methods including 
their own rosources and borrowing* 



WHAT IS EQUITY 
FINANCim? 



Equity Financing 
Eqii i ty financing is financing the busine^^ with yo r own 
funds or the funds of other perjons instead of borrowine 



EKLC 
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funds. Any monay that you, your friBndri, reiativeB, or 
others invest in your company is equity rinancing. Priv^iLC 
firms who specialize in investing in busineayes ,ilso provide 
equity iinancing. These investors are all buying a piece 
of ownerBhip in your bnc?in.^j^. Th-y will -j-i a --r^-n 
their in v e s t me n t b v h a v i n g a s ay In h o \v t h a h u s i ne s s 1 s 
operated and obtaining a percuntage or ^jhare at the profits. 



WAT IS DEBT 
FINANCING? 



WHAT AHE OTHER 
FINANCING methods: 



Debt Fin ancing 
Debt financings — borrowing money — ^is another method of 
obtaining the money needed for the business* The loan must 
be paid along with interest on the money borrowed. In debt 
financing you will probably sign a note for the loan and 
not give up any ownership of the company. Loans will be 
discussed further on in this level. 

Alternate inane i n Methods 

Other methods for securing the capital needed include 
(1) trade credit ^ (2) economizing, (3) customers, and (4) fi- 
nancing through profits. 

Ordinarily, suppliers extend trade credit to their 
customers, allowing the customers to buy inventory on credit 
or to buy equipment on installment. Most suppliers extend 
credit terms on a thirty-day basis, although some suppliers 
extend forty^iive or even sixty--day terms* Shop around for 
the supplier with good credit terms who carrier^ the goods and 
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services you need for the business. Buying on terms rather 
than paying cash allows a business to start with less capital. 

There are ways to aconomiza on your initial start-up 
costs. One of the best ways is to lease or t.. buy usee 
aquipment. Trade journals carry classiLied ads for such 
aquipment. To find used equipment ? you can check with used 
equipment dealers; you can buy demonstrator or loaner equip- 
nienc; you can search out bankruptcy or liquidauion auctions* 
If ' a for operating needs is really limited, you might do a 
lot of the needed works such as remodelingj yourself* 
In some casesj customers pay for the service or 

product either when they place the order or on an installment 
basls^ with some of the installments paid before delivery* 
Magazine subscriptions work this way i when you buy a two- 
year subscription for a magazinGj you are supplying the 
company with necessary cash before receiving the product* 
There are similar plans. For instance^ customer purchase of 
memberships in tennis clubs, health spas, or dance studios 
all supply the business owners with working capital. Indus- 
trial purchasers buying heavy equipment made to specifications 
from manufacturers may pay a down payment plus making install- 
ment payments before the product is completed and del ivored , 
Reinvesting profits in the business is a method 

often used to finance improvements and business expansion. 
Naturally this option is not available to you when you first 
open a business* 
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OBTAINING A LOAN 

DO YOU NEED Most likely, you will need to applv for a loan to 

A WAN? finance part of your start=up costs and your operatiing 

expenses. Before you apply for a loan, there are several 
questions that you need to answer • 
* Why do you need the loan? 
. How Tnuch do you need? 
s \^en do y:a nesia Eno loan: 

For how long will you need it? 
, Where will you apply for the loan? 
How can you repay it? 

Types of Loans 
There are many different types of loans. For instance, 
there are short--terms intermediate-^term, and long--cerm 
loans. Short-term loans, for one year or less, are usually 
used for operating expenses such as meeting payroll or to 
pay for merchandise in order to take advantage of the 
cash discount offered by the supplier* Intermediate loans, 
which are usually for one to five years, might be used to 
finance new equipment or to replace long-term indebtedness* 
Long-*term loans are those loans that are taken for five 
or more years* 
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General Loan Requirements 



^'IHAT ARE THE Loans for start-up capital to open a small business 

REQUIREMENTS may not be easy to rhtain. Most banks and lending institu= 

TO GET A WAN? tions will want some evidence that the business has a good 

chance to succeed before thi^v consider siviiiEi a loan, A 
lender will want to know your own investment in che company; 
many lenders require that you invest a subscantial percentage 
of your own capital in the business before they will issue a 
loan. Most banks will not lend over 50% of the money needed* 

The lending institurion will also want to see your 
business plan* Therefores you will need to prepare a written 
business plan which describes your venture and how you intend 
to operate it. The plan should include enough information 
to answer the following: 

1. h/}2at will your businBBS do ^xaatly? 
CDBsaription of seivjiaB or produai and Bimmiary 
of your key goals and objectives , ) 

2. l^y will you be suaasssfui? fReaogm^e and 
list your quaUfioatians^ BtreyigthB and 
w&aknesseB* 

3. Are you supplying a demand? Or ar€ating one? 

4. Ww—and where—is your market? (Determine 
sales potential and soiirQes for" -further 
researah, ) 

5. How will you reaah your market? 

6. hJ}io is your Qompstition and what sets you 
apart? (Qi4tHn& their strengths and 
WMaknesBQB . ) 
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7. What are your antiaipated iJ^lrin:! rr:ii.^^>r 
f42^^ they aompetitivB, rcaltijtij? ^ 

8. I'fliem will you taaattj - hcna^ ojY'ijc^ '-^Vl^'" \ 
(Crwak laaal zoning Ioug if you^ve cok^i :i^sv:nj 
workvtig at home. ) 

9. What supplies^ eqiih'vient, nrr '^v: :ir t 

wii'l you fie^cL? 

to ^ How w%L'b you J ifiufi^jo youi' ii-o,^^- ^ 

■■■It. What profeBsionaia will you ^/>ur^.'^ - .-joii-n- :kt, 
'Imjy&i'^j bankei^jf eta. ? 

( Glamour ^ March 19775 p. 164) cjp^'i^ht (c) 1^// I. 
the Condi Nast Publications Inc. Claudia Jessup and 
Genie Chipps are also authors of A Woman - Gu ide to 
Starting A Business ^ Holt, Rinehart and Wins con 
Publishers . 

Your business plan should also include financial statement 
which will help the lender evaluate the plan* At minimum, you 
will need to prepare three financial statements: 

Estimate of start-up costs , including initial inventory 
one-time costs, operating costs, and personal living 
expenses for three months. You have probably collected 
much of the information needed to conipleta this stata^ 
ment. It should be fairly simple to put together a 
chart showing detailed start-up expenses, as well as 
total capital needed. 
Projected profit and loss statement 

Forecast of your cash flow for at least three months. 
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A^r IS A 
PROFIT AW LOSS 



Profit and Loss Statemen t 

The profit and loss statemenc, aisL called an Income 

statement, is a financial =ool used by a business 
to compare costs and expenses to sales and other income* 
It shows [:ha busineb;^ 's proi in or loss uurLng a parLicular 
time period. 

In applying for a loan, you will be using the 
proUir and loss statenient differently. Y-^u will be esti- 
mating or projecting what will happen to your business in 
the next twelve months. You will be putting together a 
financial preview of your business so you can compare it 
to your business goals. A projected profit and loss 
statement gives the lending institution the information 
it needs to make a decision about giving your business 
a loan. 

Like other financial statements or forms, the profit 
and loss statement can be fairly simple or very complex. 
The five basic areas included in a profit and loss state- 
ment are: 

Projected total sales 
Projected cost of goods sold 
Projected gross profit or margin 
Projected operating expenses 
Projected net profit. 
Exhibit F is a sample profit and loss statement. 
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Exhibit F 



Projected Profit and Loss (Income) _S^tateiren t 



Total Sales $3,000 

Cost of Goods Sold 

Inventory (beginning) 7.500 

Purchases - 0 - 

Cost of Goods k. able 

for Sale 7,500 
Inven t o ry ( ending ) 

(subtract) 7,000 



Dec, 



$3,500 



3, Gross Profit (or margin) 



500 



Jan. 



Total 



31,000 I $1,500 



$32, con 



Other Operating Expenses 

Salaries 835 

Payroll taKes 215 

Advertising 600 

Supplies 1,000 

Loan Pa3rment 100 
(etc) 

Total $5,160 



Net Profit 



*(4,660) 



*Number in ( ) indicates loss 
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Cash Flow Projection 

A cash flow projection is an estimated patcern in which 
cash will actually come in and go out of the businass each 
month. It will tell the months in which you will need Co find 
addiLional funds and also when exce^? cash '^^ill bs n^iilnblt' 
for further investment and savings for future bills. 

The following chart shows the basic information in= 
eluded in a cash flow projection report. According to Exhi-- 
bit G, you will need to estimate the cash on hand (balance) 
at the beginning of the first month, the total income from 



all sources, and the cash outflow to pay expenses. 

Exhibit G 
CASH FLOW PROJECTION ^ 





Nov. 


Dec. 


Jan . 


' "Fab. 


Sources of Casn 
Cash on Hand 
Cash Receipts 
Sales 

Accounts ReLeivab^ a 
Payments 

Total Cash Available 

Cash Paid Out 

Salary (Owner's draw) 

Inventory 

Sales Tax 

Overhead 

Selling Expenses 

Payroll S Withholding Taxes 

Total Cash Paid Out 

Cash Balance at End of Month 
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Remember the Old ./ravayard Ancicue Shop: ZxriP-'It: 
H is a cash flow pro \ action for thre^ -unrh^ i:\o loi Ln- rhu 



Christmas season : 

Exhibit H 





NovamDer 


)eoenber \ 


Janua r v 


Beginning cash on hand 


$1,000 


$2, 320 


? b^O 


+ Cash from current mor th sales 


3,000 


5,000 


3,000 


4- Payments on accounts recaivable 


^ . 500 


1,50U 


_,jOO 


Total cash available 


^5,50L 


$8,620 


Sb , t^2n 


= Cash disbursements: 








Inventory purchases 


51,000 


S6,000 




Owner salary 


1,250 


1,230 


U2:0 


Employee wages 


300 


300 


3on 


Rental 


400 


400 


Ann 


Insurancfr (quarterly) 








Miscellaneous cash expenses 


230 


230 


130 


Total cash disbursements 


$3,180 


38,180 


S2,430 


End-of^month cash on hand 


$2,320 


S 640 


$4,210 











Even though the December month with the Christmas 
season is the most profitable month of the year, the cash 
balance at the end of the month is only $640 comparL.^ 
$2,320 at December 1. This situation occurred because the 
business purchased a lot of inventory in November cm 
thirty days* credit and did not pay for the raorchand iso 
until December. 

Because of such differences in timing at: in uhti abuvc 
example, cash flow does not equal pm^'lt, Althotr tin 
profit and loss projection is a useful cool to give you a 
picture of what ycur business should lank like during a 
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specific period of tima, it does not tell you how much 
cash will Eccually be available to the business, Therefore, 
both types of financial statemencs are necessary to portray 
the financial plans of your business. 
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EXPOSURE ACTIVITIES 



As you have lust read, financing irf very inporLant Lo 
you as you start your ^busincss . Now that you have ' L^arneu 
some skills on how no tinance a busineh^s, cry cherit: acuiviLiea. 
They will help you become more kr ^wledgeable abouL the financing 
prccass. 

ASSESS>£ENT ON E 

Do you know the financial rasponsibllities involved in 
starting a businesB" Are you prepared to make the necessary 
adjustments in your lifestyle? Will you plan ahead to make 
sure your finances are sound? A self-test follows- If you 
can label ^fflost of the statements "true," you have a good 
grasp Oi^ your finances. 
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True raise 

I have :i head for figures and ir ve looked 

inco my oivn^--and the proposed business — - 
financial picture Lhornughly, preparing 
all the necessary scaLements and projec- 
tions , 

I have enough money to go into the busines 

1 wane and can gen more rrom ocher sources 
friendSj family, life insurance company, 

^ know that my standard of living will be 

lowered for saveral months—perhaps oven 
a year or two-^-'Until the business begins 
tc show a profit/ And T nay spend the roF 
of my life barely "making a go'' of it. 

_______ I know that the money 1 be row must be 

paid back out of profits, after taxes 
and before I can take any money out for 
myself beyond a living wage. 

I know that it's possible for me to lose 

my savings----as well as the money I borrow 
from others"and that even if the business 
fails, I must pay back all I owe, 

I've always protected myself, my family 

and possessions with insurance and will 
continue to do so. My insurance agent 
will help me select the best protection 
for the business. 



ASSESSMENT TWO 

1. Fill in the following missing words. Answers are 
upside-down on the next page, 

a. Money used for one-time--only costs to begin the 
business is called ________ capital. 



b* Money borrowed with a pr )mise to repay with 
interest is a 
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c. Money used to run tha business is called 
______ capital* 

d* Capital invested in the business ts called 
capital. 

e. Borrowed capital is _____________ 

£ inane ingt 



Financing obtained from suppliers is 



g. To cut start-up costs and operating 
expenses you may need to 



One way to cut down on eKpenses may be 

to rant or equipment* 

The statement of actual dGllars coming 
in and out of a business is the 
statement • 



MOT} qoBD *T 

9eB3X '^ X^Tnba • p 

a2|mouQD9 •§ iutaejsdo • o 
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2* Interview a local banke^ or savings and loan 

association officerp Include these questions^ 
Are loans to small businesses easy to get? Has 
a small business been recently financed by your 
lending institution? If so, what type of 'lusiiless 
was it? What did the owner need to prepare in \ 

\ 

terms of financial reports? If a prospective 
small business was recently denied a loan by 
your Institutloni why? 

POSTASSESSMENT 

1* List all the expenses which should be considered 

when describing start-up costs. 
2i How would you determine your net worth? Show your 

calculations in your explanation, 

3. Identify sources you would consult to get the 
InforTnation you need to prepare various financial 
statements. 

4. EKplain the difference between equity financing 
and debt financings 

5. What is a business plan? Discuss the information 
a business plan ought to include* 

Compare your answers to your responses to the preassess-- 

mentp You may want to check your postassessment answers 
A* 

with your Instructor. 
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SELF-EVALUATION 

How well did you know the inforination needed to do th 
activities? 

( ) Very well 

( ) Fairly well 

( ) A little* 
Be honest with yourself. If you feel you don't know 
the material well enough, it might be helpful to review 
this section before going on« 
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EXPLORATION PART IL UNIT F 

HOW TO FINANCE 
THE BUSINESS 

PREASSESSMENT 

Here are some questions that test for knowledge of the contents 
of this level. If ypu are very familiar wich the information needed 
to answer themj perhaps you should go to another level or unit --^ 
check with your instructor* Otherwise, jot down your answers. 
After you've read through this level, take the postassessment at the 
end of the '^EKploration Activities" section and measure what you've 
learned , 

1. What are fixed costs? Variable costs? 

2, What kind of informat\on will you need to determine 
start-up coses for yout^ business? How will you pay 
for these costs? 

3* Name some sources for business loans* 

4, Define the following i 

a. Profit and loss statements 
b* Cash flow projections 
: c. Balance sheet statements. 

5, "It is not uncommon to find lending institutions unwilling to 
make loans if the owner has only a minimal investtri in the 
business." Why do you think lending Institutions might feel 
this way? 
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TEACHING/LEARNING OBJECTIVES 



to I 
i. 

2, 

4, 
5, 

6, 



I completion of this uniti you should be able 

EKplaln how to determine start-up costs for a 
business « 

Identify fixed and variable costs. 

Explain the difference between equity financing, 

debt financing, and trade credit. 

Deaerlbe alternative sources for loans* 

Explain why the business ownpr will need to invest 

personal funds in the ' *^^lne 

Describe these flnau.iai reports 1) balance sheets 
2) profit and loss statement, and 3) cash flow 
projections. 
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SUBSTANTIVE INFORMATION 



DETERMINING COITAL NEEDS 
HOW ARE CAPITAL The days when you could open a business with twenty- 

NEEDS DETERMINED? five dollars and a desire to succeed are gone* You can start 

a few small businesses on a shoestring budget, but others 
require much more capital than you might imagine* Today's 
business owner not only needs the desire to succeed and a 
willingness to do a lot of hard work, but also the knowledge 
of how to plan for capital needs and how to manage finances. 

You should begin to determine the capital needs of the 
business as soon as you decide to become an entrepreneur* 
You should begin collecting information to answer the follow- 
ing questions: 

m How much will start-^up costs be? 
What are my monthly livirig expenses? 
'* * How much money will be needed to operate the 

business for the first three months s for the 
first year? 

» How much initial or start-up capital is avail- 
able without borrowing? 
• What Is the projected business income? 
Thn information that you collect to answer these ques- 
tions will provide the basis for completing financial state^ 
ments on your business* These financial statements will 

i I - ' 
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probably be needed when aDoroachlnE a lertdlnp Institution 
for a loan* 

Start-Up Costs 

WEAT IS INCLUDED Start-up costs are those expenses that will occur only 

IN START-'VF once* These Include items such as initial inventory , licenses 

COSTS? and perraitSs and fixtures and equipment. Collecting current 

local eetlmates of what it will cost to prepare a business 
site is fairly easy. Real estate brokers can tell you how 
much you'll have to pay for a suitable building. Contractors 
and vendors (suppliers) can give you cost figures for remodel-- 
^' Ingp fixtures, equlpinentj inventory ^ and office furniture or 
I store supplies, 
I Investigate the cost of the items using the foliowing 

checklist to estimate start-up costs for your businesB, 
These figures are an important part of your financial plan. 
Be sura to get cost estimates from various sources. For 
example, compar^j costs of leasing equipment or buying used 

' " i 

equiptient with the costs of buying new equipment. 

Star t--Uj3 Expenses 

Fixtures and Equipment ' 

^ Parts and Materials 

Starting Inventory 
Decorating and/or Remodeling 
Installation of Equipment 
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Deposits for Utilities 

Legal and Professional Fees 

Licenses and Permits 

Advertising for Opening 
^^^ ^ccounts Receivable (if applicable) 
Operating Cash 

Office Supplies 



(Adapted from Business Plans for Retailers , Feb* 1975) 

How much capital do you think you would need to open a 
shoe repair service? A bookstore? Or a TV/radio repair shop? 
Start up costs vary from business to business* Service firms, 
which usually need a low Initial investment , are not as expensive 
to open as retail stores with large inventories. Some businesses 
requirii slgnif icantly more capital than others. For example^ 
it takes several thousands of dollars more to open a fabric 
store than an appliance store* 

EKhlbit E illustrates an eKample of start-up costs for a 
restaurant opened a few years ago by a couple named Russell* 
Their start-up costs were $13,592, including improvements to 
the building. 
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EKhibit 



Start-up Costs^ 



L^aB&hotd improvm&ntB 
Ptumbing 
Wiring 

Limber for interior aon- 
Btruotion & deaorating 
Caatmg for floor 
Mi&astlan&ouB dmorating 

BicpptiBB 
Signs (for roof and window) 
Eteatria aerviae depoeit 
Phone eerviae deposit 



$670 
380 

50 
60 

100 
300 
B60 
100 



$ 1^920 



Fimtures i equipment 

Dining area (tabl&Sj aMira^ 

aash register) 
Mtahen area (grillB^ refriger^ 

ators^ sinkj worktableB^ 

uterisilBj eta* ) 
Lease ( first month^s rent) 
Food invmtory at opening 

(paakaged fooda^ fresh 

produaBj, supptieB) 
Initiat advertisii^ 
Mi&aelianBOUs^ including liaenseB 



1,500 

7, 740 
650 



,688 
60 
140 



$13,592 



(Changing Ttoes , August 1977, p. 26) Reprinted by permission 
from Qmnplng Ttoes , The Kipllnger Magazine, June 1977 issue,. 
Copyright 1977 by the Kipllnger Washington Editors, Inc, 1729 
H* Street, NW, Washington, m 20006, 
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Start'-up costs for another popular form of entrepreuner- 
ship, franchisingj also vary. However, It is still possible 
to open a franchise outlet with limited capital. There are 
more than 1,000 franchise companies of which 82% have 150 or 
fewer outlets; over 25% have ten or fewer outlets* These 
smaHer franchise outlets may 1 ^^d with u. Ly a.1 

investment. On the othi hand, it now costs hundreds of 
thousands of dollars to own a franchise outlet for such well- 
knowTi companies as McDonald's, Kentucky Fried Chicken, and 
Holiday Inn* Regardless of the amount of cash needed, the 
potential owner must raise additinnai funds * o p. - the 
required total investment. So uf the add/ clonal financing 

Include agreements with £ ran^' i ' ^ its , Iqp u 

Exhlblt J 11 -strates r - start^^up rash and total 
investinent for a variety of franchised businesses. 



\ 
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Exhibit J 





($000) 


1 977 




Type of Business 


1977 Average 
Franchise Sales 
per Unit 


Start'-Up 


Med ii 
Tot. 

T n VP ^ f mi 


Autoaoblla Products/Services 


98 




50 


Business Aids and Services i 

Accountings Credit, Collection * 38 
and General Business Services 


6 


15 


Employnient Services 


'218 


15 


25 


Printing and Copying Services 


94 


10 


45 


Tax Preparation Services 


23 


3 


4 


Miscellaneous Business Services 60 


10 


20 


Construction, Home Improvement, 
Maintenance and Cleaning Services 


79 


10 


25 


Convenience Stores 


392 


« 

1 n 


fid 

WW 


Educational Products and Services 


121 


10 


60 


Fast Food Restaurants 


335 




1 nn 


Hotels and Motels 


852 


1 nn 


900 


Campgrounds 


99 




200 


Laundry and Dry Cleaning Services 


81 


1 A 




Recreation, sEntet uainDi^ji Travel 


51 


15 


30 


Rental Services (Auto-Truck) 


168 


40 


100 


Rental Services (Equipment) 


102 


10 


50 


Retailing (Non-Food) 


223 


25 


50 


Retailing , Food (Other than 

Convenience Stores) 


152 


21 


60 


Miscellaneous 

(Franchising in the 


221 

Economy 1977-79, 


10 

Tables 13 £ 


38 

md 2l) 
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DETEMINING OPERATING EXPENSES 



How much capital will you need to carry you through 
the first three months? What will be your operating expenses 
for the first year? IJhat inforination will you need to project 
your monthly operating expenses? These may not be easy 
questions j but the estimated answers will prove very impor- 
tant in developing a workable plan for your business. To 
beginj you will need to have information about variable and 
f Ixed expenses. 

Variable expenses— those expenses that do change— 
and include such items as i 



* Legal and accounting costs 
Office supplies 

* Telephone 
Utilities 

» Inventory 

Fixed expenses—those expenses that will remain 
fairly constant"and include such items as*. 



Salaries 



Payroll taxes (dependent on salaries) 



Advertising 



^ Delivery expenses (if appllca 



Insurance 



Rent 



Taxes and licenses 



Loan payments 
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WHAT ARE YOUR 
PERSONAL 

Livim 

EXPENSES? 



t^^ , "Sonal Li ving Ex penH uj^ 

You should have enough initial capital r , : 

only sta^t-"Up axpensea and initial operatlnt; expt : s. , 

also parsonal living expenses until t\\e buHi:U 'S bt^'in^ 

break avan or make a profit. This cou^ci take n :n t: 

four months to a year* 

Many financial advisors suggest chaL voii siioiiM i 

at least three months' living eKpensos set asido in t • 

bank. Many owners start a business whi le hulciin^ an ^t; ! 

job or the spouse may work to cover the perHonal I 

expenses. ' The easiest item to cut in Che biKlKtu <n , - > 

ginning business is the owrier-s salary. 

/What are your basic needs for one munt[i? Vou wi i i 

i 

to prepare a detailed budget and include iteniB fnuru! iii 
sample budget below and on the following pages (Kxhi! 

Exhibit K 



Personal Budget Outline 



Monthly Payments 

Rent or mortgage 
Car payments 
Insurance 
Other 

Total 



EKLC 



Part lis Unit: F 
How to Finance 
the Business 



II Household 

I 

Telephone $ 1 

^ — j 

I 

F_ectricity 1 

' "■■ ~ " " i 

1 







— 1 

1 

1 

1 
j 


Total 




-: \ 

1 
r 


III Food expenses 






Home 


$ 




Away from home 






Total 


s 




IV Personal expenses 


— - - — ■ — - 




Clothing upkeep 






Drugs 






Doctors/dentists 






Gifts -^'^ 






Newspapex /magaz ine s 






V Gas 






Spending money 






Other 






Total 


$ 
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Ta:: t^xpenses 
Ftderal 
State 
Property 
Other 

Total 



VI Monthly Total 



WHAT IS WLfR 
PEOJECTED 
BUSINESS INCOME? 



Project 1 ng^^ B ii^ 1 n c s s_ j_n c o me 

You are in business to make a profit* Do you have any 
id«a of how much income the business will generate? Ju: : as 
you made estimates of expenses j you will need to make estl^ 
mates of income. First, you will need to gatlier information 
in order to estimate the prices of the products or service that 
you are going to sell. Second, you need to \f,et more Informa^ 
tion on the nature of the market. 

Regardless of the type of venture, you may find your 
business subject to seasonal Influences* Lf you mfinuf acture 
canoes, what months produce the highest sales volume? If you 
are in the construction business, is there a season chat la 
■■lean" -ind a season when many contracts are signed? 
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mERE BO lOU 
GET THE 
INFORMATION? 



Sou rces of Information 

How do you make realistic estimaten of your stai't-up 
costs, op era ting expenses, and f'rojected income? Firstj if 
you are familiar with the busin^=.as arei you are entpring, vou 
probably already have a good idea of soma of the estimates. 
Finding tlie infonnatiun you need will take some timej if vou 
want to gather accurate and useful data* 

To help you make realistic estinr tes of costs that are 
general to your type of business, you can consult seveT^ai 
sources* Ask other business oimers what their uperat Lug ex^ 
penses and costs are. Your bank can provide you with copies 
of resources t' at give 'expense and Income information* A good 
public or college library will also have helpful reference 
materials . 

You may noc be able to find all the answers immediately 
on expenses related only to your particular business venture* 
Pent and the cosr of utilities will depend on the site you 
finally choose after considering several options* Advertising 
costs will be determined after you learn more about your ad- 
vertising nee^s and local costs* You will want to check with 
several suppliers to find the best terms available to you. 



HOW CAN YOU 
FINANCE THE 
BUSINESS? 



FINANCING THE BUSINES S 
How, can you finance the opening and operation of your 
business? Firsts you must determine how much of your o\m money 
you can invest in^ the firm and offer as a backing for other 
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flnanci.-g* ^!ake out a personal balance sheet that contains 
the Information listed in Exhib\C L. Your net worth will tell 
you (and your banker) what you yourself can invest. 

Unleas you are in a very fortunate position, your own 
finances alone won't be enough to open your bubiness. ^'/here 
can you get help? Two basic approaches are available: 
equity and debt financing* Most business owners use a combi= 
nation of the two for their capital needs. 

Equity Financin g^ 
Equity financing refers to any investment you or others 
make in your business. If you are the sole proprietors the 
only equity finAnclng is your own Investment In the company. 
If you are ope-.'ating a partnership ^ the other partners will 
have also Inveoted in the company* If you have decided to 
Incorporate the business * not only you but also the stock- 
holders have invested in the company. Investment by others 
in your company means a sharing of the ownership in and the 
control of the company* Profits received by the cdmpany are 
also distributed among the investors* 

Debt Financing 

Debt financing is another way of raising capital for your 
busiriess* Debt financing is borrowed capital. To obtain debt 
financing j^^ou must apply and be approved for a loan. A busi- 
ness loan is like any other loan In that it must be repaid to 
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Exhibit L 
PERSONAL BALANCE SHEET STATEMENT 



19 



ASSETS: Everything you own with cash value? 






Cash Money you have on hand and in the tank 


9 




Savings Accounta 


$ 




StockSj Bonds, Other Securities 






Accounts/NQtes Receivable 






Life Insurance Cash Value 






Rebates/ Refunds 




- 


UUs/ UL. lie L Vetlit^A&o 


s 




Real Estate 


$ 






s 




Other Assets Furnishings > appliancesj jewelry ^ 








$ 






¥ 




LIABILITIES;; Wliat you owe* your debts 






Accounts Payable 


$ 




Contracts Payable 


ft 




Notes Payable 


$ 




Taxes 






Rijal Estate Loans 






Other Liabilities Court-demanded payment s, etc*) 


$ 




TOTAL LIABILITIES 


$ 




TOTAL ASSETS $ 






LESS TOTAL LIABILITIES $ 






NET WORTH 


S 




Reprinted with Permission from Bank of America NT&SA, 


f i 


Steps to 


Starting a Business/' Vol. ID, No, IO5 Small Business 


Re 


porter 



Cr),,3yright 1976. 
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the lending institution or lender with intarest within a 
specified period O-f time. Tha loan payTnents are considered 
a fixed Dperating expense* When the loan is paid in full, 
the obligation is completed. 

Financing Alter natives 
In addition to equity and deb Inancingi there are 
other ways to financa the start-up and the operating costs 
of a business. Trade credit, econ.ornizing , customers j and 
profits are all alternative financial sources. 

One of the largest sources of small business financing 
is trade credit used when purchasing from trade sources. 
Your suppliers may extend credit for purchasing merchandise, 
supplies* and equipment. This credit is short-term financing 
since the repajTnent terms may be for thirty, forty^five, 
sixty, or ninety days. At times, suppliers offer a discount 
for prompt payment. . ^ interest may not be charged if payment 
is made during the agreed time period. 

Trade credit is an important source of finanCiu^. It 
will continue for your firm only as long as your firm main^ 
tains good relations with vendors and a good credit rating 
by paying bills on time. Talk with your suppliers* ^^at are 
the best extended credit terms you can negotiate? When 
feasible, try to secure competitive bids from various 
suppliers. 
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* 



There are many wiys and mechods of ecqno'r.Lzing on 
expense^i* Lowering your firm's operating sxpenses could ^nean 
emptying your own trash or shopping around for ne best nrices 
when purchasing services and equipment. 

When trying to discover ways of economi:: ing , vou will 
want to look at both start-iin exnenses and oneratinc no-t"^ . 
You may find that office equipment^ manufacturing equiDmenc, 
and fixtures were fairly expensive* You may be able to cut 
these initial costs by leasing ..lecessary equipmant and fixtures. 
Or, if you cannot find agreeable terras for leasing, consider 
buying ussd equipment, demonstrator or loaner equipment , or 
bankruptcy or liquidation sale equipment and fixtures. 

There are many sources for used equipment and fixtures, 
such as I 

Yellow pages of the phone directory under ''Used 

Equipment Dealers," "Second Hand Dealers j" "Surplus 

Merchandise, " ana "Office Furniture-Used" 

Yellow pages under "Auct^'ons" or "Auctioneers" to 

receive information on forthcoming auctions 

Trade journal classlfisd ads on liquidation sales or 

closeout sales 

U, S. Government surplus sales. Write to the Defense 
Surplus Sales Office or General Services Administrat ion ^ 
7th h D Street, SW, Washington, DC. They can inform 
you of auctions and surplus sales, dates and locations. 
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Contact local rapresan ,atives of these agencies 
by checking your phone bood under ''U.S. Covernnient , " 
• Most states also have surplus sales* You should 

contact your own state agency for specific inforTnation, 
Would customers finance your uvi triad businass? ifhether 
you realize it or not^ you finance other busines:^es all the 
time* Every tine you buy a magazine subscription ^ you are 
paying for products not yet available, but promisad. If you 
have ever bought inembership in a swim club, a racquetball 
clubj a tennis clubj or a health spa, you have paici for 
services yet to be received. You have probably bought 
a raanuf actured product with a down pa)Tnent, a second payment 
before the product was completed * and a third payment when 
the product was finished. Perhaps you can think of some way 
your customers could help finance your business. 

Profits can be reinvested in your company. Most often 
profits are reinvested to finance expanding the business 
site and making facility improvements* This is one source of 
financing that is not available to a new business. It will 
take time for a new business to make a profit. 
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GETTING A LOAN 



DO YOU NEED 

A loa:i? 



The decision t take out a loan is usually based upon an 



astitnate of start-up expenses, beginning operating expenses, 
and the personal balance sheet* Other factors which ire con- 
sidered include determination of how much personal equity you, the 
entrepreneury can invest in the company, and liow many "corners'' 
can be cut on expenses. Suppliers also need to be consulted for 
estiraaces on trade credit. If, after all this, you still do not 
have enough initial capital, you may decide that you need to 
borrow money* 

Before you apply for a loan, there are several questions 
that you should answer* You need to decide what kind of loan 
you want to apply for, whether short^termj intermediate-term, 
or long-'termj and where you want to seek a loan. You also 
need to answer the questions below* 



Why do you need the loan? 
How much capital do you need" 
When do you need the loan? 
For how long will you need it? 
How will you repay the loan? 
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Answering these quest inns will lat the loan officers kriow 
that you have .ctudied financing for your business. 

Sources of Loans 
Loans are not easily obtained by the beginning entrepre-- 
neur. The old saying , "You've got to have nioney before you 
can get money is appropriate for this situation. Therti are 
a variety of approaches thar can be used to borrow funds. 
The list below indicates several sources worth inveati- 

Life insurance campanies 

Market value of securities or Qthor investments owned 

^ Personal finance companies 

. Connnercial finance companies 

, Commercial banks 

t Savings and loan associations 

Small Business Administration (SBA) 

, Smiall Business Investment Companies (SBIC) , 

Probably the most difficult loan to obtain would be a 
bank loan or a loan from some other lending institution. This 
will be discussed further in the next section. 

SBA loans are made to small businesses only* SBA defines 
a small business as one that is individually owned and operated, 
not dominant in its fields and meets employment and sales 
standards defined by the agency* Businesses are small if they 
operate within these standards (1) manuf ac tur ing^^up to 
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/HAT INFORMATION 
tS NEEDED BY 
LENDING 
mTITUTIONS? 



1,500 -employees, (2) wholesaling' — yearly ^al^zs not: jve- ^-^ . 3 
CO S22 million, (3) servica--annual sales no: exciicding ^1 
to $8 million, (4) retailing— annual sales not over $2 to S^,5 
million, and (5) agriculture—annual receipts not exceeding 
$275,000, To be eligible for a regular loan from the -lA, 
you must have been turned down by two banks. The SBA provides 
many different kinds of loans. These loans include Lconomi- 
Opportunity Loans, Pool Logins, Revolving Lines of Cr^ ^ r , and 
Handicapped Assistance Loans. To investigate these loans, 
contact your local SBA onfice. 

The Small Business Investment Companies (SBIC) are 
privately organized and^ managed loan firms that are licensed 
by the SBA* For more information, writa the National Association 
of Small Business Investment Companies, 512 Washington Building, 
Washington, DC 20005. 

INF0RJ4ATI0 N REQUIRED BY LENDING INSTITUTIONS 
Because it is not easy to obtain a loan from lending 
instututions for a new small business, there are several things 
that you must do. To begin, you need to prove that you know 
about your business and about financing, which may increase 
your chances of getting that needed loan. In addition to the 
information in your business plan, you should include certain 
financial statements. These are (1) a statement of start=up 



51 



EKLC 



How rii ^ncJ 



DO YOU hmw 

YOUR STABT-'UP 
COSTS? 



costs, including one-cime fixpendi:ures and nhruu ;■ ....i - 
operating costs; (2) a projected profit ^ml loss Htac^m^nt:: 
and (3) a projected cash flow statement. 

In addition to the business plan and financial snatGmencs, 
Llie lending institution will be taking a look at your ba^ :round, 
including your experienue in business, your personal net vurt.h, 
and the amourLt of equity th^ t you plant to invest in the businuys, 
Xn terms of the latter, you need to show that your own personal 
funds will contribute to the initial lunding moru heavily than 
those of others J whatever the source. The rationale seems Co be 
that if you dc not consider the busii ess worth investing in, why 
should others? Lending institutions also believe that you will 
operate the firm with greater care. In many cases, you will be 
i.sked to match the amount of money you are requesting tu borrow. 



Based on inforTnation given earlier in this le^el, you 
have a fairly good idea on how to compile your start-up costs 
and your operating expenses. You have chosen a site and have 
collected data on overhead costs. You have shopped around 
for the best credit deals on supplies, inventory , and equipmtint 
You have figured out where you can cut costs by doing Mortaln 
start-up and operating jobs yourself. This information slinuld 
be put into a financial statement for the lending institution. 



F inancial Statement or Start-Up Cos ts 



1 (lows the actual start-up costs of a telephone Inter-- 
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connect company. This firni's largesc single expense was invtincory, 
followed by employae training. Ivhy do y-u chink such a sizearlc 
investement for training was necessary? Could the training co^ls 
have been reduced? 



Lxhibic 



ACTUAL START^lP COSTS OF 
TELEPKONE INTERCONNECT COMPANY 



Rent - 1st month 


$ 150 


Legal fees 


470 


Improvements - paneling, paint, carpet 


550 


Utility deposits 


95 


Licenses 


60 


Printing 


325 


MagaH^ine subscriptions 


46 


Materials for benches and work area 


200 


Insurfi.nce 


92 


Inventories 


1,360 


Office equipment and furniture 


710 


Employee training 


860 


Bell Telephone installation of required 




equipment and one month's bill 


546 


Total 


$5,424 



Exhibit N shows the same company -s monthly expense 
projectinns, from which it can estimate the costs for the first 
three months of operation. V^Tiat figures now constitute the 
bulk of total expenses? l^at differences do you note between 
start-up costs and regular monthly expenses? 
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PROJECTED MONTHLY COSTS OF 
TELEPHONE INTERCONNECT CO>^ANY 



Rent SI 50 

Utilities 75 

Telephone 134 
Parking garage 

Insurance ^5 

Advertising ' 50 

Office expense 50 

Travel "0^ 

CPA fees -0- 

Blmployee training 100 

Interest 80 

CoLipany Vehicle - Van -0- 

Miscellaneous and UneKpectad --0- 
Salaries : 

Manager 1*200 

Installation supervisor 1,000 

Installer 800 

Secretary/bookkeeper __ ^500 

Total $4,209 
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Projected Profit and Loss Statemant 



The projacted profit and loss statement, also called an^ 
income statement, is like a photograph* It shows you how to i 
expect your business to look during a particular period 
of time. It is a summary of the business activites affecting^ 
profit and loss; it compares costs and expenses to sales and 
revenue to show profit or loss* 

There are five main parts to a projected profit and 
loss statement (1) total sales, (2) cost of goods sold, 
^3) gross profit, (4) expenses, and (5) net profit* The 
relationship between these five parts is defined by (1) total 
sales less actual cost of the merchandise sold equals gross prift 
(gross margin); and (2) gross profit less operating expenses, 
which includes all expenses other than merchandise costs, 
equals net pro.?it before taxes * If you have been collecting 
cost data, you probably have the information needed to estimate 
thec^e expenses. ''jee Exhibit 0 for sample chart.) 

If you wish to owii a manufacturing business, calculating 
the cost of goods sold will be more complicated than it would 
be for a retail or service business. You will need to calculate 
the following in your projected cost of goods sold: raw 
materials inventory, goods-in^process inventory, finished 
goods inventory, and direct labor and overhead costs. 
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Exhibit 0 
SAWPLE CHMT FOR 



PROJECTED PROFIT AND LOSS STATEMENT 



Total Sales 
Cash 
Credit 


Jan 


Feb 


Mar 


Apr 


May 


June 














Total 














Cost of Goods Sold 

Inventory (begin- 
ning) 

T* /rohases 
Cof t of Goods 

Available for 

baie 

Inventory (end Ing ) 
(substraat) 


\ 












Gross Profit 














Adnilnlstratlve Exuenses 
Salaries 
Payroll taxes 
Advertising 
Supplies 
Loan payment 
(etc.) 














Total 






1 








Net Profit (Loas) 
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For example, the Old Graveyard Antiques shop has estimated 
its total annual expenses to be $28sl50. A chart for the 
projected profit and loss statement of the shop is shown in 
Exhibit P. 



Exhibit p 

OPERATING INCOME AND EffENSES 
OLD GRAVEYARD ANTIQUES 



Annual Average Monthly 

Total Sales $75/000 $ 6,250 

- Cost of Goods Sold 37,500 3,125 

^ Gross Profit ' $37,500 $ 37125 

= Expenses I ^ 

Owner Salary $15,000 $ 1,250 

Employee Wages 3,600 300 

Rent 4,800 400 

Utilities 900 75 

Advertising 600 50 

Insurance 1,000 83 

Professional Services 750 62 

Depreciation 500 42 

Miscellaneous Expenses 1 ,000 83 

Total Expenses $28,150 $ 2,345 

^ Net Profit before Taxes $ 9,350 $ 780 
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FROJECTEV CASE 
FLOW STATEMENT? 



Projected Cash Flow Statement 

Once you begin the business, you will be asking quest ions 
like^ "Will sales bring in enough cash to pay bills due?'- or 
"Weill there be enough cash to keep the business going until the 
next contract comes in?" The cash flow forecast will help 
answer these questions before you open your business so you can 
better plan your business 's financial condition, A cash flow 
projection will point out if you have sufficient funds f rpja.-^---^^ 
sales income and your capital reserve to cover not dnly monthly 
operating expenses but also periodic inventory and equipmeiit 
purchases, credit sales (if you extend credit to customers) , and 
contingency cash needs. You can use the cash flow forecast to 
plan for "lean" months and to determine when there will be 
enough cash surplus to reinvest in the business or make other 
Investments. . \ 

Exhibit Q is an example of a cash Clow projection for 
the Old Graveyard Antique Shop. The bottom line shows the 
cumulative net flow of cash into the firm, month by month* 

Exhibit R is a basic form for a cash flow projection* 
Fill in the information applicable to your business. Do you 
have all the data you need? 
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Exhibit Q 



^m>^ SIX MONTH CASH FLOW PROJECTION,^ OLD GRAVEYARD ANTIQUES 




■ ■ 
















Nov 


Dec 


Jan 




Mar 


A or 


Beginning cash on hand 


$1,000 


$2,320 


$ 640 


$4,210 


?3,630 




+ Gash from sales 


3,000 


5,000 


- 3,000 


2,000 


2,000 


3,000 


+ Payments on 

accounts recBivablfi 


1,500 


1,500 


3,000 


1,600 


1,400 


1,800 


^ Total cash available 


$5,500 


$8 ,820 


$6,640 


$7,810 


$7 ,030 


$8, 150 


=* 

- Cash disbursements i 














Inventory purchases 


$1,000 


$6,000 


- 


$2,000 


?1,500 


$1,000 


Owner salary 


1,250 


1,250 


1 j250 


1,250 


1,250 


1,250 


Employee wage 


300 


300 


300 


300 


300 


300 


Rental 


400 


400 


400 


400 


400 


400 


Insurance (quarterly) 






250 






250 


Miscellaneous cash 


230 


230 


230 


230' 


230 


J U . 


eKpense 

Total 


$3,180 


$8,180 


$2,430 


$4,180; 


$3,680 




^ Ending cash on hand 


$2,320 


$ 640 


$4,210 


$3,630 


$3,350 


$4,720 


Beginning cash (line 1) 


1,000 


2,320 


640 


4,210 


3,630 


3,350 


^ Month's net cash flow 


1,320 


-1,680 


3,570 


-580 


-280 


1,370 


Cumulative cash flow 


$1,320 


1 -360 


$3,21C 


$2,63(1 


$2,350 


$3,720 
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EKhibit R 



n^MONTH CASH r LOW 
Fpojfcllons 



CASH (beflnnhti of month) 

Cash on Hand 

Cash m Bank 

Cash in investments 

Totaled 

nXJb INCUME (during month) 
Cash Sales 

Credit Sales Payments 
investmtnt income 
Loins 

Other Cash Income 
Tof al Incofne 
TOTAL CASH AND INCOMI 

eXPENSiS (during month) 

Inventory or Ntw Material 

* Wages (including owner's) 
Taxes 

Equipment Expense 

Overhead 
. Selling Expense 

Transportation 

Loan Repayrhent 

Other Cash Expenses 
TOTAL EMPINSES 

CASH FLOW EXCESS 
(end of month) 

CASH FLOW CUMULATIVE 
(monthly) 



1 


Month 
2 


Month 
3 


Month 
4 


Month 

i 


Month 


Month 
7 


Month 
S 


Month 
9 


Month 
10 


Month 
11 

— — 


Morilh 
12 


TOTAL 
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Reprinted with Permission from Bank of America NT&SA, "Steps to Starting 
Business," Vol. 10, No, 10, Small Business Reporter.^ @ 1976. 
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EXPLORATION ACTIVITIES 

Do you feel competent enough in obtaining financing to 
utilize some of the techniques discussed in the unit? The 
following activities will help you experience some '"real" 
financing situations and put into practice what you have 
learned t After completing the activities , do a self-evalua^ 
tion to check your understanding of the material ^ 

ASSESS>ffiNT ONE 

1, List and describe the various financial sources avail^ 
able for starting a business, 

2, Interview a loan officer at a local bank or savings 
and loan Institution* Take start-'up cost projections, 
projected profit and loss statements , and projected 
cash flow statements for your anticipated business 
with you. Ask the loan officer to review the documents 
and answer the following candidly 1) Are you in good 
enough financial condition for a loan? 2) Are the 
financial reports prepared correctly? 3) What addi^ 
tional data would be needed before the officer cbuld 
grant you a loan? 

3, Project the cash flow for your business operation. Be 
realistic about sales volume. Use resources such e^s 
banks, libraries, and other business persons for th^ 
Information you need, , 
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4. Locate two financial institutions such bb a bank, 
credit union, or finance company in your area and 
arrange to meet with representatives to discuss their 
policies regarding lending money to new businesses. 
Note any dollar limitations they may have on loans. 
Compare your findings. You might want to recor.-^ 
your findings on the following chart: 



Lending Institution 


Funding Policies 


Loan Limit 


Comparison Note^ 


1. 








2, etc. 


1 
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POSTASSESSMENT . 

1. Define fixed and variable aoBts. 

2. ^ Describe the information you will need to determine 

start-up costs for your business. How will you finance 
these costs? 

3. Describe three sources for business loans. 

4. Deacribe the financiaJ. statements listed below* What do 
they tell? WTiat information Is Included in each? 

a. Profit and loss stataments 

b. Cash flow projections 

c* Balance sheet statements. 

5. "'It is not unconmon to find lending institutions 
unwilling to make loans if the owner has only a 
minimal investment in the business." Assume this 
statement is true and discuss why lending institu- 
tions feel this way. 

Compare your a^nswers to your responses to the preassessment , 
You may want to chw k your postassessment answers with your 
instructor * 
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SELF-EVALUATION 

How well did you know the Inforfflation needed to do the 

actlvltlaa? 
^ ( ) Very well 

( ) Fairly well 
( ) A little* 
Be honest with yourself. If you feel you don't know 
the material well enough. It might be helpful to review 
this section before going on. 
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PART IL UNIT F 
HOW TO FINANCE 
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PREASSESSMENT 



Here are some que^tioni that test for knowledge of the contents 
of this level. If you are very familiar with the information 
needed to answer themj perhaps you should go to another level or 
unit - check with your instructor. Otherwise, Jot down your answers 
After you -ve read through this Itvel, take the postassessment at 
the end of the ''Preparation/Adaptation Activit^.^s" section and 
measure what you've learned, 

1. What sources can an entrepreneur consult if he or she 
wants to estimate business expenses and sales volume? 
2* Do start-up costs vary according to the type of business? 
Are manufacturing businesses the least expensive to open? 
l^y or why not? 

3, Estimate a projected profit and loss statement for the 
business you are conaidering owning. 

4, Prepare a projected cash flow statement for the business 
you are considering opening, 

5, What are the various means of obtaining the necessary 
cash? Which might be best for your business? What 
Information will you need to provide a lending Institution 
if you want to obtain a loan? 
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TEACHING/LEARNING OBJECTIVES 

Upon completion of this level of Instruction 
you should be able toi 

1, Determine capital needs for your"^ business 

/ 

venture. / 

2, Prepare a projected profit and loss state- 
meat and a projected cash ^low stateraent 

/■ 

for your business- 

3. Describe sources of information available 
to help you prepare financial reports for 
your firm. 

4. Describe the type of information you will 
need about your business to obtain a loan. 
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SUBSTANTIVE INFORMATION 



HOW CM YOU 

DETEmiNE 
COITAL NEEDS? 



- - DEtERMINING CAPITAL NEEDS 

Making a profit is necessary if a business is to succeed, 
so careful study and investigation of your capital needs is 
essential. Not only must you estimate how much it will cost 
to start up your business, but you must also provide figuras 
on how much money will be required to operate it during the 
first year. Money needs will vary according to the type of 
business — ^whether it is manufacturing, wholesaling, retail, or 
service, and the kind of merchandise or service offered, the 
income level at your customers, your personal trade connections, 
the location of your business, general economic conditions at 
the time of starting the business, and many other factors. 



WHAT ARE SOME 
SOURCES OF 
INFORMATION 
TO HELP 
ESTIMATE 
COSTS? 



Sources of Information 
When determining costSs there is no substitute for flrst^ 
hand knowledge about your prospective business enterprise* It 
is far better for you to spend a few hours and dollars now to 
make these initial investigations than to wait and learn throufh 
trial and error. Therefore, get all the inrormation you can 
from other people in the same -or a similar business, from 
trade associations, government agencies, libraries, snd other 
likely sources* Many of these sources may be within your o^i 
coiranunity . 
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The following sourc^-^s can be contacted aither by mail 
or by referring to thetr publications in your local library 

Dun & Bradstreet 
99 Church Street 
New York, NY 10007 

The Bank of America 

Small Business Reporter 

Department 3120 

P.O. Box 37000 

San Francisco, CA 941j7 

Robert Morris Associates 
Philadelphia National Bank Bldg. 
Philadelphia, PA 19107 

Small Business Administration 
Washington D,C. 20416 
or a Field Office in your area. 
(Ask for catalog USA and llbB) 

National Cash Register Corporation 
3095 Kettering Blvd. 
1st Floor 
Dayton, OH 45439 

(Ask for annual ''Expense in Retailing" 
publication) . 

Other Drganizations or individuals who may be gou" 

tactad are*^ 

Colleges and universities 
Your »^wn present or potential customers 
Trade associations 
Chambers of Conmierce 
^ Better Business Bureaus 
Credit bureaus 

Business sactions of libraries 

Minority economic and business development centers. 
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The more f^curces of infonnation that you contact, the 
more accurate your projeccion of the capital needs for your 
business will be. All of the sources listed have an abundance 
of inforination J such as typical operating ratios for the kind 
of business in which you are interested. 

Operating Ra tios 
One method of comparing and analyzing what your biisiness 
expenses should be is to use operating ratios. Operating ratios 
are percentaga figures showing what proporcions rhe sales 
dollar businesses spend on various components of their ^per-^ 
ations. For example, the average bookstore with sales cf 
two hundred fifty to five hundred thousand dollars might spend 
43% of its sales on wages and salaries. A bookstore owner in 
this size range who spends 60% of sales in salaries might 
decied to examine her ^ or his employment policies after finding 
that the average for similar businesses is 43%. 

In order to obtain operating ratios, first find out 
both the total volume of sales and the operat=^. rntios for husi- 
nesseG like yours* Among the sources £ox sales volume figures and 
operating ratios are Bank of America's "Small Statement Studies/* 
Robert Morris Associates- "Annual Statement Studies 5" Dun & Brad- 
street ^ Incs trade associatiotis, trade magazines 5 specialized 
accounting firms , ^publications prepared by industrial companies 
(for exampiej "Expenses in Retail Business , " by National Cas^ 
Register Co/) and colleges and universities. MeKt, datermine how 
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sales volume can be broken down into the various categories of 
expenses and prof it. 

Once you have the operatini ratio infcrmation, it is relatively 
easy to determine expenses. The -ypical ratios for your type of 
business multiplied by your estimaLed sales volune will serve as a 
bencranarV for estimating the various items of expenBe. iiowever, you 
should never rely eKcluBively on this method tor estimating Lach 
expense item* 

Current Assets 

One of the first considerations in financing your business 
is to determine how much money is needed for inventory ^ accounts 
receivable^ and of course, cash. All of these wi] 1 comprise 
your current assets, lo a large extent , your investment in 
current assets will depend upon what you anticipate vnur current 
liabilities to be f^n the opening day of business, A rule of 
thumb is that current assets fshould be twice that of current 
liabilities. 

Needs for Types of Businesses 
Rfet ail and VJholesale Firms 

In estimating inventory requirements for a wholesale or 
retail bui:J-ness, talk to your prospective suppliers. Such an 
estimate should be checked against the typical ratio of inventory 
in relation to sales if you have such a ratio for your kind of 
business. For SKsmple, assume that net sales in your type of busi-- 
ness are typically six times inventory. Then, for annual net sales 
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FIRMS BE 
ESTIMATED? 



HOW CAN CAPITAL 
NEEDS FOE 
MANUFACTURERS 
BE ESTIMATED? 



of $375,000, your inver ity ahould approximate 562,500. You should 
make this type of calculation to establish a maximum dollar figure 
for inventory and not go above it* Otherwi?^.-*^ you or vaur 
suppliers might be overenrhasiascic about cue amount of merchandise 
you should stuck for your initial ipventory* 
Manufacturing Busine sses 

The procedure for estimating the moLiey needed to start a small 
factory is similar but somewhat more complex. For example, supp. .-c 
you wish to manufacture an auComotive part and hope to make an 
annual net profit of $20,000. Yearly sales of $500,000 will be 
necessary, computed at a 4% profit. How many units must be pro= 
duced to attain this volume? Assume you plan to manufacture one 
part which will sell for an average of $20,00, To reach a sales 
volume of $500, JOG, you must sell 25,000 units. This means an 
average of 500 units per week for 50 weeks. How much machinery 
and equipment will be required to* produce 500 units per week? 
How much down payment for the equipment will be necessary? 
Should you lease some of the equipment? How many operators will 
be needed? You must add to the equipment costs estimates 
for materials, wages, rent, sales, office and other expenses for 
a period necessary to produce enough units for one complete turn; 
that is, the annual production (25,00-^ units in the case) divided 
by the expected number of stock turns per year. 
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Service F irips 



HOW CAN CAPITAL 



SEEVICE FIRM 



WHAT ARE SOME 
TYPICAL CAPITAL 



FRANCHISE? 



EKLC 



EatimaLins^ the money needed to ^ c a service esrab- 



NEEDS FOR A lishment will invoLve a combinaLion of the above methods used 



for merchandising and manufacturing businesses, ^^o the extent 
BE ESTIMATED? that the service business carries goods for sale^ estimsl-Gs 

could be made in the manner outlined for wholesale and retail 
conceras. To the extent that it sells labor or machine work, 
money needed for equipment and wages could be estimated 
similar to a factDry* 



Franchises 

Holiday Irin, Kentucky Fried Chicken and McDonald's 
are all familiar franchising organic tions. The crpital 
REQUIREMENTS required to purchase an outlet of many of the large, successful 

TO OPEN A franchise organizations can range from hundreds of thousands 

to sevaral million dollars. Yet some franchise outlets can 
ECill be purchased for a few thousand dollars. Those franchlsas 
that require the least start--up cash are in the business aids 
and services area, which is expected to have rapid growth. 

The future of franchisinu is encouraging. In the April 
1977 issue. Ch anging Times reported that even during the recent 
recession, the franchising field was remarkably successful. 
Franchising offers a means of becoming an entrepreneur ; being 
your own boss; and profiting from being a part of a big huBiress 
with national or regional advertising, lai ^H-scale pure aFing 
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poweri and axel' L- e distribution of name brands. If you can 
provida the capitai, franchising may be the way Co owii your 
own business and make a respectable profit. 

In f orroa t ion on Fran c hising ^ If you a r c : c on s i d r i n ,1^ o p e n - 
ing a ' anchise, you should check several rasources. VJrita for 
annual reporvs and otuar brochures iroui the parent company. 
Ask to be sent disclosure statements. Severnl publications 
are good sources for names , addresses, and othL.^" details on 
franchisirig ent^ipr:. j Jn^^- ? iiiciuder The U.S. Departrici 

of Conmarce's Franchlaing^Opportuuit ie s Haudb ook ^ available 
froni the Superintendent of Document V/oshingtonj DpC - 2U"02; 
Classified Directory of Members , available from Interua^^lonal 
Franchise Asjociations 7315 Wisconsin Avenue, Washings on, DpC* 
20014, Tb Small BusineGs Administration booklet, Franchij^e 
Index/ Profile ^ available from the SupRrinteudent of Documents, 
Washington^ 0,0. 20402, provides step^-by-step procedures in 
opening a franchise outlet: the U.S, Cominerce nepartment^s 
Franchising in the Economy , aluo 'allable from the Superin- 
tendent of Documents f praVj.d^i?^ current inf orniation on trends 
in the franchising husinc^wts. 
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HOW niPORTMT 
IS IT TO HAVE 
ADEQUATE 

CAIITAL? 



Adequata Capital 

Regardless of the type of business you open, having 
adequate capital is very important. The capital you have 
available tn start the business should exceed the estimated 
cash naaded to open the business by a safe niargin. You not onlv 
need money to get started, but also enough In rest^rve zo cBvr- 
the business until it becoines ael f ^supporting . This include^i 
enough capital to cover initial inventory and all start-up 
expenses plus operating and personal expenses until the business 
begins to break even. In some businesses it may take four to 
six tnonths; in others it may be much longer. 

Undercapitalization is one of the major reasons for 
business failure^ If you do noc h-^ve sufficient cash^ yor .aay 
be unable toi 

1. Afford enough emplo^^^es to keep the business 
operating 

2. Invest in proper ..juipment 

3. Maintain adequ te ; levels of merchandise 
or materials in ora o auild sales volume 

4. Take advantage of discounts offered by creditors; 
instead you will be burdenad with heavy inti^rest 

5. (irant customer credit tc rnQRt cor :etitlon* 
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FTNANCIAL ESTI>IATES AND STATEM ENTS 
A'Cy DO YOU In order to prepare financial stataments and estimates, 

PRti^AEE you need to gather informacion re^^arding uypical current assets 

FINANCIAL and current liabilities for the type of buj-:lness you wifh to open, 

ESTIMATES AND The worksheet that follows (Exhibit S will help you 

STATEMENTS? estimate your nne-time start-up costs, your nperating expenses, 

and your projected sales income for your business. The column 
at the left is a breakduwn of chet ; categories. Tlie second 
col unin 15 yc u ^ s t ima t e of a c t u ci 1 figures o t t ii e dollar s a r r i e n d ^ 
relative, or H^'^iness col' league has invested in a similar busi- 
ness* The third column is your estimate of the investment made 
in a business operated by your principal competition. Competi- 
tion in this case du^s not necessarily mean the strongest firm 
against which you will compete* Rather, it means a business of 
a similar size that has been engaged in the type of sales or 
services that you want to establish. The next to the last 
column is the avc age of the two firms you surveyed. If 
possibles make an estimate of more than two competing firms. 
This will make the average figure more accurate* Much of this 
information will be diff icuJ t to obtain, especially information 
about a competitor- s investment* However, this data is vital 
and wili help you make a mora accurate estimate. 
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Exhibit S 



Initial Capital Requirement -. 

Purchase of real estate/rent 
Dacoratlng/ remodeling 
Fixttires and equipment 
Initial Inventory 
Accounts receivable 
Utility deposits 
Initial advnrtlsin^ 
Office supplies 
Installation of eruipmsnt 
Legal and professional fees 
Licenses and permits 



Total 



Monthly Opera ting Expenses 

Salarv of owner 

Othei Mlaries 

Rent/moi |age 

Advertising 

Delivery expenses 

Supplies 

Telephone 

Utilities 

Insurarce 

Taxes 

Loan repayment 
Ti avel 

Legal and Frofessinnal fees 



Friend _ 



Total 



Competition 



Average 



Yours 



Fro ^ lect Cales Income 



friend 

Co?': it Ion 
Ave^ ^ 



F I M A 



M 
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Buslneas Expense Worksheet 
Completing a worksheet of business expenses (Exhibit T ) 
based on sales will help you prepare a p^ijected profit and loss 
statement for the first year. There are two key variable? whicn 
must be determined before the n.-ceHsary ca^h requirements can 
be projected. These are 1) projected sales volume and (2) 

multiplier. All projections are based on expected or determl' 
nable sales volume. Any significanc variance from the prnjrcted 
sales volume figure for the year is going to substantially 
change your cash requirements. Looking at the worksheet, you 
can see that the middle column is captioned "multiplier." Usinn 
a multiplier allows you to build a margin of safety into your 
estimate. This figure ^ ill urobably be at least two, and somu- 
times three or greater , depending upon the type of bus'nesss 
your invent ry turnover, and other characteristics of the cash 
flow in your business. The higher the multirlier the more 
conservative figure you will get. For safety, the multiplier 
should be at lea " two or three. After estimating the monthly 
expenses and applying the multiplier, you have arrived at an 
estimated cash figure for a business Kimilar in nature to your 
own. Work through Exhibit T for your business. 
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Exhibit T 

WORKSHEET OF EOTENSHS 
BASED ON AMUA.L SALES OF S 



Estimated 
Honthly 

E-pgnsa 

Dear's Salary 
Other Salaries 
Cost of Goods Sold 
Rent 

insurance 
Advertising 
Utilities 5i Telephone 
Interest 

Maintenance ^ Repairs 

Taxes - Personal property 
Social Security 
Real Estate 

Miscellaneous ______ 

Total 



Cash Naaded 
to Start 
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Typical Star t:-Up C oBts 
WBAT ARE SOMF Exhibit U on the next pa^e gives some s:art-up cosrs 

TXFICAL START- for a variety of businesses. These are not to be taken as 
UP COSTS? actual start-up costs buc as business averages against which 

;'QU can compare your estimates. Notice the differ-;" es in 
start-up costs between businesses* You can start some 
buF^nesses on very little; others require a bigg-r invest- 
ment than you might imagii.e. 
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Exhibit U 

THE MOI^Y IT TAKES T0_ GE " A SMALL BUSINL3S GOING 



Type of Business 
and Annual Gross Sales 



Total Capitii 
investment: (For 
Invastment In StatL-Up and FirE:: 

Inventory ThreB Month-j' Operation) 



Building Maintenance 
Service 

$25,000 to $75,000 



$8,000 CO S16,UC: 



Plant Shop 

$25,000 to $80,000 



Bo ..store 

$75,000 to $100,000 



Beauty Salon 
under $100,000 



Yarn Shop 

$50,000 to $100,000 



Repair Service 
Furniture 
Car 

TV/ radio 
Appliance 
Clock/ watch 
Shoe 

Business machine 

Bicycla 

Contractors 
(plumbing, 
carpentry, 
electrical, 
etc.) 



$5,000 to $10,000 



$12,000 tc $20,000 



$8,000 to $12,000 



Equipment Rental Service 
$50,000 to $200,000 
Camp ing/ recreation 
Soft goods (party, 
sickroom) 



Fabric store 

$100,000 to $200,000 



Hobby/crafts store 
under $200,000 



$7,500 to $15,000 
12,500 to 21,000 



25,000 to 35,000 



20.000 to 30.000 



$11,0 00 to $24,000 



$25,000 to $53,000 



$15,000 to $29,000 



$16,000 to $25,000 



$10,000 


to 


$20,000 


15,000 


to 


40,nOO 


10,000 


to 


25,000 


6,000 


to 


20,000 


3,000 


to 


12,000 


15,000 


to 


25,000 


6,000 


to 


10,000 


6,000 


to 


10,000 



10,000 to 30,000 



$13,000 to $23,000 
25,000 to 35,000 



38,000 to 58,000 



36.000 to 56,00 0 



r 

( Changing Times , August 1977, p. 40) Reprinted by perTnlssion from Changin g Times , 
the ^ Kip ringer Magazine , 'August 1977 issue. Copyright 1977 by the Kiplinger 
Washington Editors, Inc., 1729 H Street, N,W., Washington, D,C, 200U6 . Based on 
data in Bank of America's Smai.l Business Reporter series* 
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Estimating Sales Volume 
h'HAT IS Thera are many facnc to consider when estlmatiug sales 

INVOLVE^ i:j volume. The volume will depend on the total amount of business 

ESTIl'LiTING i\. j areaj the number a\id -^.bil. y of competitors now sharing 

SA^£S VOLUME? that business, and your own ability compete for the custnmer^s 

dollar , 

One approach zq determine your independent ::^timate 
to start with the innome you desire. Suppose you hope to earn 
annual profits of $15,000. Your research rev ^^Is that the 
centage of net profit on sales for the type of business you plan 
to operate is 4%. Then, to bring an annual return of 515,000, 
sales of $37^ )00 ($15,000 t ,04) will be required. 

In reaching your final estimate of sales, do not be 
overenthusiastic, A new business generally grows slowly at the 
start. If you overestimate sales, you arc likely to invest toe 
much in equipment and initial inventory and commit yourself to 
. heavier operating expenses thc^n your actual sales volume will 
justify. You may obtain assistance in making your sales esti- 
mate from wholesalers, trade associations , your banker, and other 
business people. The counsel of others can be compared wicb. 
your independent estimate of what you beliRve is needed to m '-n 
the effort worthwhile you. 
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Profit and Loss Stat:i 3men.t 
The profit and loss statement is a piccuta of your 
business that measures costs and expenses against sales and 
revanues over a period of time. It will show if the business 
is operating at a profit or at a loss for any given point in 
time, A profit and loss statement has five components 
(1) total sales, (2) cost of goods sold. (3) gross profit, 
(4) expenses, and (5) net profit. 

If you haven't yet opened your businiass, you need to 
prepare a projected profit and loss statement. The projected 
profit and loss statement will be one of the financial state-= 
ments that you include in your business plan. It will help 
you answer questions asked by a potential lending institution 
as well as help you maka plans for your business. As in 
determining start--up costs , you can contact friends, relatives, 
and colleagues who are in a business simi^ ir to yours for 
information. Then you can base your statement on estimated 
costs, expenses, and sales* When figuring your own profit 
and loss statement, you should also include monthly estimates. 
A sample projected profit and loss statement (Exhibit V) is 
shown on the following page for Jones Gift Shop, a franchised 
business that operates during the suTmner months in a resort 
area. The figures shown are the annual projected sales, costs, 
and expenses for the months when the business is operated. 
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Exhibit V 
JONES GIFT SHOP 
PROJECTED PROFIT AND LOSS STATE^^ENT 



— - — ■ — ^ — _ — — ^ ~ 

Ma y June Jul y Aug* 


Sept . 


Annual 


NET SALES 




$21,000 


COST OF GOODS SOLD 
Beginning Inventory 
Plus Purchases (Freight) 
Minus Ending Inventory 




4,000 
10,000 
5,000 






9, 000 


GROSS PROFIT 




12,000 


Less I 






OTHER EXPENSES 

Selling Expenses ^ 

Salesf orce Payroll 

CDmmisslons 

Advertising 




2,500 
0 - 
3,000 


Operating Expenses: 
Utilities 
Rent 
Other 




900 
3,600 
600 


TOTAL EXPENSES 




10,600 


NET PROFIT BEFORE TAXES 




1,400 
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VHAT ARE 

ACQUISITION 

COSTS? 



Acqu isition Cnsts 

The cost involved in obtaining funds, whechar from 
yourself or others 5 is commonly called acquisition cost. Ic 
is the intarest or implied interest cost of comniitting fund3 co 
your business. Money is a commodity that can earn interest. 
Normally, acquisition costs are used in the context of borraw-' 
ing, Howevar, there is usually a cost involved whether you 
use your own funds or those of others. The cost involved in 
investing your own funds is what your money could be earning 
if it were Invested in some place other than your business. 
Your funds could be earning interest in a savings account or 
in some other type . investment such as real eAtaie. Bv 
investing your funds in the business ^ you have implied that 
you can earn more there than by investing them elsewhere. 

As an entrepreneur, you should make a projection of 
your acquisition costs for the first three years of operation. 
These costs should be calculated to realistically determine the 
economic justification for going into business. These costs 
should then be compared with the actual profits generated by 
the business. By comparing the total acquisition cost of your 
personal funds and those borrowed with the actual net profit of 
the business, you can see if you are maximizing your investment 
Would you receive a better return on your investment if your 
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funds were invested elsewhere? If so, you will want to 
review your business very carefully. Your business should 
at lease provide you with a rate of return comparable to a 
bank's savings account. If you are not making a satisfaccorv 
return on your investmant, you need ■uestinn whether chu 
business ought to continue. 

Exhibit W shows what these costs will be fur Jone.^ 
Gift Shop for each of the first three years uf o per at ion 
The cost of acquisition fur Jonts Gift Shop is ^400 for riie 
first ye^r. If net profit for the first year is $l,^.jO, thu 
bu sinews would be prov g a greater rate of return than a 
bank's regular savings account. Tf the Jones Gift Shop has a 
net profit of $3,000 for the third year of operat ion=-even 
though the annual cost of invested funds is only S445==there Is 
a substantial improvsment in the rate of return on the invest^ 
ment . 

Personal Funds 

The first cacegory of funds listed on the worksheet 
is personal funds. As tlie business profits each year, the owne-", 
in effect, will have more personal funds invested in the 
business^ assuming he or she has not withdrawn the profits 
from the business each year. The interest cost assigned to 
personal funds in Exhibit W is 5%. This is the approximate rate 
of Interest the funds cnuld be earning if they were in a bank's 
savings account. Of course, the owner may have chosen to invest 
these pfirsonai funds in real estnte, for example^ rather than 
in a savings accnn- 

/ /hi 



ExhibiC W 
JONES GIFT SHOP 

SOURCE OF FINANCING WORKSHEET 





Year 1 


Yaar 2 


Year 3 


Sources of 
Funds 


Average 

Outscanding 

Amount 
c 


Interest 


Annual 

Cost 
t 

9 


Amount 


Interest 


Annual 
Cost 


AraounC 


Incerest 


Annual 
Cost 


Parsonal Funds 


$6,000 


5 


$300 


$6,900 


5 


S345 


58,900 


5 


S445 


Outside Sources 


1 AAA 

uuu 


iU 


1 An 


£ n A 


1 n 
iU 


^ A 


- U ^ 


A 

u 


n 

U ^ 


Friends/ etc. 




















Bank 




















Finance Company 




















Trade 


3,350 


0 


^ 0 - 


3,850 


0 


^ 0 


4,250 


0 


- 0 - 


Other 




















Total 


$10, 350 




$400 


$11,250 




$395 


$13,150 




$445 
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Outsida Sources 

WHAT OUTSIDE In Exhibit W outside sources could be funds borrowed 

SOURCES ABE from friends, relatives, banks, or othar lending sources, 

AVAIM3LE? In this example, the owner is borrowing fr friends at the 

rate of 10% per year. By the end f the third year, the 
owner anticipates paying off this obligation in full. 

The "trade" source of funds in the worksheet is the 
average amount of "accounts payable" the firm haB had during 
the vear. It represents the average anotmL of Tnone\' o^^-^^d 
suppliers who have sold thc' ouTiers products and services on 
credit* The trade figure is the average dollar cost of the 
items purchased on credit and does not include any interest 
charges for deferred payments, 
Proj ecting .Cashflow 

HOW DO YOU "Will I be able to pay the suppliers in time to receive 

PROJECT CASH the discount? "When during the year will contracts be bring-- 

LOW? ing in cash?" To answ er these questions, you need to project 

your cash flow. The cash flow projection gives you a picture 
of the amount of cash which will come into and go out of your 
business* If you b n cr ^ not all sales will produce 

cash. Alsos your firm's income and expenses are not going to be 
constant each month. Therefore, it is necessary to predict the 
month-by^month pattern in which cash will actually come in u 
out. ^'^'u cnvx :.hui ur cipate, for example, when you wi H need a loan 
to cn\ - nxpuuHi ? nnd begin making arrangements to obtain one early. 
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Projecting your cash flow will alao tall you whan there will 

be a large enough cash balance to be able to invest excySd tund^u 

On the following page is a sample projected cash flow 
form (Exhibit X)* How would ycu adapt this to fit your business 
needs? Exhibit Y is a more comprehensive plan for projectino 
cash flow for twelve months. You can apply this form to the 
business you want to open. 

In sumiary, determining how much money it will take to 
open a business requires prujecLing profit and losSj acquisiL:..i 
costs, an analysis of start-up costs, and a projected cash flow. 
The more realistic the projections, the better chance the business 
has to succeed. 

GETTING THE NEEDED CAPITAL 
HOW DO YOU Often, after analyzing financial estimates, the entra^ 

RAISE THE preneur modifies the original plans for financing the business. 

NECESSARY For example, the entrepreneur may decide that additional capital 

CAPITAL? or funds should be invested to maximize the sales potential. 

From what sources can this can" a I be obtained? Where can you 
get the mcriay tu linanc your business? There are two general 
sources. The first source is your own personal fundr^ . 'uj 
other sour: rc' ^ -^^^ - money from others. Most .lrcIv yju 

will use a combinaLion of the two. 

You should have more of your own personal funds invested 
in the business than those of outsiders- Financial statements 
for your new business will probably have to reflect this. 
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Exhibit X 
CASH FLOW PROJECTION 



Jan Fe 


b Mar 


Apr 


May 


June 


Sources of Cash 










Cash on hand 










C.__ 3h receipts 










Sales 










Accounts receiv= 










able payTnants 










Loans 










Total Cash 



Cash Paid Out 
Salary 
Inventory 
Sales Tax 
Overhead 

Selling expenses 



Total Cash 
Paid Out 



Cash Balance at End of Month 
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iixhihit Y 



li^MONTH CASH FLOW 
PfOjeC!iOn§ 



CASH Cbe|!nnif»g of month) 
Ci!ih on Hand 

C^sh in Bank 

Cash in Inv&stfnents 

ToUl Cash 

PLUS iNCOME (dufing month) 

Cash Sales 

Credit Sales Paymenrs 
Investment Income 
Loans 

Other Cash Income 
Total Income 
TOTAL CASH AND INCOME 

tXPENSfS (dunni month) 
Inventory or New Material 

Wages (inciuding ownef's) 

Taxes 

Equipment Expense 
Ovefhead 
Selling Expense 
Transportalion 
Loan Repayment 
Other Cash Expenses 
TOTAL IXPENSiS 

CASHFLOW IXCISS 
(end of month) 

GASH FLOW CUMULATIVE 
(monthiy) 



Month 
1 


Month 
2 


Month 
J 


Month 
4 


Month 
5 


Month 


Month 

•7 


Month 
8 


Month 
9 


Month 
10 


Month 
11 


Month 
12 


TOTAL 

- - - — 






— 
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Reprinted with Permission from Bank of America NT&SA, "Steps to StavtiiiR a Business,' 
Vol. 10 No. 10, Small Business Reporter © 1976. : 
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Being the graatest invoscor in Che business m^ans nhat you 
assume the major risk of the business. To a It^ider, this 
shows your coMitmant. A loan officer may be more willing 
to partially finance your venture. Having more of your own 
funds in the business also means vou hava greater personal 
control and ownership. 

Some individuals enter a business by committing almost 
all of their own savings and, in so doing, place a rest.-l^: cion 
0:" meeting unexpected emergencies. Others want to minimise the 
risk involved and hesitate to invest a great am.ount of their 
personal funds. When projecting the capital funds necessaiy to 
start your venture, keep in mind that you will probably 
be able to borrow an equal amount of what you have personally 
invested in the business. Regardless of how much you invest of 
your savings or sale of your investments, you should always 
hold some cash in reserve in case of emergencies. 

There are two types of capital for financing a business 
equity and borrowed. Equity capital includes your own personal 
savings plus the investments of others into your business* 
Partners, stOGkholders, Small Business Investment Companies 
(SBIC's are licensed by the SBA to provide equity capital). 
Minority Enterprise Investment Companies (MESBIC's), venture 
capital groupSs and local development corporations are som.e 
of the sources of equity capital. 
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Sources for Borrowing Capital 
WFA"^ 30URCE3 ^nE There are many sources for bj^rrowing capital . It 1? ".. rv 

4y:4jL43£E FOH difficult to borrow funds fron: Bo^ie sources than fro- otn^r^. 
30HH0WING Economic conditions, for example, determine the willingne-d or 

CAPITAL? banks to lend money. 

Small busimssom&rs, . jiK:::Kg tUat 
aan produas the aollateral^ t^KKs i>;c?2va^ ^ 
are mg&r to do businssB with ^hm^ ALt^:a:^j'^ : ^' 
is still diffiaiilt to obtain v^n-ive aapital 
launah a mw business^ the establiohed aonaerK 
is finding more finanaiyig avenues foi' ^jjrans:-:': 
and for dmling with aash shortages. 

The willingness of many banl:s to offer ^s- ^ 
business loans is welaomc finanaial reli(^f for 
many hard^pressfid Qona&rns, Inflatioyi ha^ ri^s-:- : 
many businesses into higher tax brackets, whia^: 
means they have rsdua&d retained mrningr to srcm 
on exvansion. Inflation also means tha: t-iey ^^ve 
to spend more :noKtiy ok ^:ii].i:i>:g :>:VOK:or:-^. 
addition, the aolleation time for aaaounts reaeiv- 
able has slowed aonsiderahly . 

( The Wall Street Journal , November 25, 1977, p. 1) 
Reprinted by permissior. of The Wall Street Journal 
© Dow Jones Company, Inc.," 1977, All right s reserved. 

In those instances where you are F.ble to use the funds of 
others, whether it be trade credit, leasing, or borrowing 
from individuals, make sure you know what the cost of borrowing 
will be. If you can obtain outside financing at a reasonable 
cost, by all means do so. Only you can determine what is reason- 
able. 

The easiest and least expensive source . f borrowing money is 
on the cash value of your ordinary life irisurance po Icy. The 
loan may be obtainad directly from the insurance company at 
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a comparatively low' interest rate, and, as long as you continue 
to pay the ^premiums, the life insurance will remain in force, 
Anotb r convenient method of obtaining funds is to use 
trade credit terms furnished by yoxxn supplier* You should 
examine carefully the terms under which merchandise and other 
goods are sold to you* If payment is not scheduled according 
to the usual net terms offered by suppliers of ten or thirty 
days, then the cost of borrowing these funds (interest expense) 
may be higher than it would be for funds borrowed directly from 
a lending institution. 

Leasi ng is a very common business practice. Leasing 
equipmont and building facilities is a popular and convenient 
way to fflinlinize your cash needs. Leasing can reduce the Initial 
amount of capital required to start the business. Most equip-^ 
ment an^'building leases are for one to five years. In deciding 
whether/ to buy or lease, remember that usually after the terms 
of the lease expire^ you will have nothing to show for your 
investment. 

Borrowing from Individuals such as relatives and friends 
is sometimes difficult to do and does have one underlying dlsad^ 
vantage, Th^ individuals who lend you money may decide they 
would rather be "active" than "silent" partners, I'Then borrowing 
from anyone, make sure the terms of the loan are clearly 
understood by all parties concerned, 
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When starting a business ^ it is often difficult 
to borrow from banks and other lending Institutions , 
Most beginning entrepreneurs are unable to show a past "track 
record" of doing business and being good credit risks. Until 
you have proven yourself ^ a lending institution is going to be 
hesitant about providing a substantial amount of money to your 
business* However , once you have begun to operate profitably 
for two to three years and have demonstrated sound business 
managements then borrowing from lending Institutions will be 
much easier. Until that time, any loan will probably have to 
be well-secured in terms of collateral. Borrowing procedures 
will be discussed further on in this level- 

The Small Business Administration (SBA) is a federal 
agency which loans small businesses more than $2 billion 
annually* SBA loana are only available to small businesses that 
have been turned down by two local banks. If a bank will not 
fund the loan, it will then present the application to SBA to 
be guaranteed by SBA. The "small business may then apply for an 
SBA direct loan of $150,000 or leas. The letter from the bank 
decliriing the loan must accompany the application to SBA. The 
letter must refer to the size of loan requested and include the 
reasons why the loan was declined. The next section will discuss 
SBA loans in detail. 

■iio 
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Small Busdness Administration Loans 
WHAT ABOUT The following procedures should be followed by applicants seeking 

BBA LOANS? SBA loans i 

The following information should be taken with 
you to the bmk(s) for review: Ask for a direat 
bmk lorn and if deatined^ ask the bank to rmke 
the loan mder SBA's Loan Guar^mty Plan or to 
partiaipate mth SBA in a loan. If the bank is 
interested in m SBA guaranty or participation 
loan^ ask the banker to aontaat SBA for dis- 
auBsion of your apptiaation* In most Qases of 
ffuaranty or participation loansj, SBA will deal 
Mreatly with the bank. If a guaranty or a 
partiaipation loan is not available^ ijrite or 
call to make an appointment to see one of our 
Loan Officers, To speed matters make your 
finanaial information available when you first 
Write or visit SBA. 



A. A brief desaription of the business: type^ 
Tmrket^ operation^ start-up date. 

Desaription of ioaation^ with terms of 
oaaupancy md oopy of lease if appliQable, 

C, Brief personal i^esume of principals ' education^ 
es^erienae and present duties. 

D, Complete breakdown of use of loan funds and 
personal injeation. Include sourae of 
personal investment if not apparent, 

1. Full desaription ofr oll business debt^ 
if any debt is to be covered by the 
loan. 

2. An independent appraisal of assets to 
be purahased from an existing business 
or of land and buildings to be purchased. 

3, List of rmahinery and equipment to be 
pia^ahasedj with aosts. 

4, For new aonstruation^ furnish a descrip^ 
Hon of land, detailed desaription of 
building^ and aontractor'a cost estimate. 
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An emiBHng businBss must famish a au^rmt balana& 
sheet and the paat three years* profit and losa 
atatments. IRS Sahedule C^s may be substituted 
for P & L^s if n&Qessary, In large or aompte^ 
operations^ audited statments may be r^eqiiired, 
Appliacmt must sign alt finanaial statements miless 
th&y have been certified by an aQoowitmt, 

F. New business appliaants must inalude a faatual (monthly) 
two yea^ projeation or operating foreaaQt, A aash 
flow ahart would be helpful, 

Persor^t finanaial statments of prinoipals and all 
owners of 20% or more of aompany stook^ 
(From unpublished materials distributed at SBA workshops) , 



The following criteria are set by the SBA to provide loans to certain 
types of businesses: 
AGRICULTURAL I 

' Considered- small if annual gross receipts for the prior year are below 
$275,000. 

MANUFACTURING g 

Considered small if total employetnent is less than 250. Businesses 
with up to 1,500 employees may also be considered eligible. (Refer to 
of f icialv size standards.) 

WHOLESM,ING : 

Considered small if annual sales for preceding year do not'^eKceed 
%9p5 million. Annual sales up to $22 million may be allowable by 
size standards, 

RETAILING I ^ 

Considered small if annual sales f pr preceding year do not exceed 
$2 million. Annual sales mky be up to $7.5 million in certain bus!-- 
nesses, ? 

SERVICES I , ^ \J ^ 

Considered small if annual sales for preceding year do not fexceed $2 
million,^ and up to $8 million depending ^on the industry by /size 
standards, 

/ 
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CONSTRUCTION I 

Considered small if annual sales for che chree most recent years do not 
SKCeed $9,5 million. Some special trade construction firms carry a 
maximum of $1 million sales for three prior years' average with 
alternates up to $2 million. 

Although the SBA^s basiQ loan progrmn is welt pubtiQiBed t}a^oi4ghoui 
the business aarmunityj a good many of the agenay's speaial-purposiB 
loans au^e barely hioum beyond govermnent airales, Enti'epren&urs in 
need of gove^wnent^baaked finanaing should be Mare of 0ie following 
programs : 

^ EQonamia Opportynity Loans available to those pm^sons 
aonsidered to be soaially or eGonomiaally disadvmtaged. This program 
is used most widely for assisting small aompanies owwd by minority- 
group individuals^ 

^ Displaaed Business Loans are ^avaiiable to small firms suffering 
eaonomia injury as a result of their displaaement by^ or looation 
near federally ^assisted aonstruation projeots^ Funds are offered for 
the purpose of reloaating or revitalizing injured aorrpanies* 

^ Pool Loans are made to groups of small aompanies joined, together 
to aahieve aommon objeatives* Loan proaeeds must be used to obtain 
raw materials J equipment j inventorieaj^ aupplies or to aaiztraat for 
researah flnd developments The foxmation of a pool must be aleared^ 
with the Departmmt of Justiae, 

3^ Eevolving Lines of Credit are finanaial support arrmgements worked 
out by the SBA with the aooperation of loaat banks ^ Under this progrcm 
small firms engaged in Qonstruation or other aontraat work are granted 
lines of credit for periods ranging up to 18 months^ The SBA guarantees 
the oredit extended by the banks* 

^ Hcoidiaapped AsQistanae Loans are made to small firms owned by 
hmdiaapped persons as well as to nonprofit organisations where at least 
75 of tTw worker hours are performed by handiaapped individuals ^ 

^ Produat Disaster Loans may be approved for aompanies suffering 
eaonomia injuxy as a result of diseased food produat s* To qualify^ 
the aompanies involved must not be responsible for the diseased 
aonditions* . " . 

]^ Consimer Produation Loans are authorised for mall firms having to 
aanply iHth standards set up under the Egg Produats Inspeation Aat of 
1970^ the Wholesome Poultry and Poultry Prpduais Aat of 2968 or the 
Wholesome Meat Aat of 1967, ' 
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4* OaaupaHonal Safety and Health Loans are made to aanpcmes 
BuffBrin^ eaonomia injury as a result of having to aomply with the 
Oaaupational Safety and Health Act* 

Base Closing Eaonomia Injv^ Loans may be auth^iHBed to small 
aompanies hurt by inadequate supptieB of fuel ^ eleatriaal energy 
or energy produaing resouraes. The supply problem must be beyond th 
aontrol of the aompmi&s in^lxmd, 

( The ColuTObus Dispatch , June 27, 1976, p, 10) 

Le nding Ins t itution Procedures 
What tachniqueB or procedures must be followed in obtaining 
funds from a lending institution? The process of applying for a 
loan is an important stap in starting h business. Unfortunately, 
many people ere unaware of the prepare :i^a required prior to 
applying for a loan. Before approaching any lending institutioni 
you should prepara information on and think through the following i 

1. m estimation of the purpos& of the loan. One of 
the lirst questlcns that the loan ,pf fleer will ask 
iSj "Why are you borrov;ing?" The purpose of the 
loan iii very iY^portant for a variety of reasons in» 
r..ludinf, r^i i -ment arrangements/ 

A, A '.^ut r- ive vIj:^^ i'^^.^ ^^payment, A loan for working 
ca'/:i^/^ "'i 1 "^c -; lii^xily be repaid in a different 
ni..n:u;r ihan a loan for business equipment. If the 
Loan is for working capital or for a short period of 
time, then the plan for repayment should reflect 
the uemporary need of the funds. These loans are 
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usually repaid within three to six months from the 

I ■ 

date of the loan. If the loan was given to purchase 
equlpraeiitj then the terms of the loan may be for 
three or even five years. 

A ■-reasonabte^^ rats of intei^estt Establishing a 
rate of Interest acceptable to both the lender- and 
the borrower is very important* The rate of inter- 
est to be charged should be among the first topics 
discussed during the loan interview. You should^ 
ask about the annual rate of interest as soon as 
possible* 

' • 

The hi&tory of your business and the natur& of its 
operation. This Includes when it waF 'or is to be) 
started, its location, the type of business , how many 
people are employed, your full=time or part-time 
commitment to the business, the demand for your ser= 
vice or merchandise, and other beneficial background 
information. A written statement, or some printed 
information or brochure which describes your business 
might be useful. LendWs are always interested in know- 
ing more about your operations, so propose a visit to 
your current or planned place of business* 
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A dBsaripHon of pHnQipal aompetitors in your markGt. 
Knowing who your principal cDmpetitors are is of 
vital interest to your banker. Be sure your banker 
is aware of your knowledge as this will add credita- 
bility to your requesti 

A reaord of prmvicms loans and bank depoait r&lation- 
ships. Satisfactory handling of any prior loans 
will be a plus factor. However^ if previous loans 
have been frequently late or unsatisfactorily paid, 
then convincing the loan officer to give you the 
loan will be more difficult. Relationships with 
banks where you have depositii are also very impor- 
tant. Most banks and other lending institutions 
will be hesitnnt to make a loan to you if your 

deposit accounts are carried elsewhere. Obviously , 
the first financial institution you should visit to 
apply for a loan should be the one in which you keep 
your deposits. If that lending institution is un^ 
willing or unable to make the type of loan you 
need, then you should promise other institutions 
you visit that if the loan is madej you will transfer 
your deposits to them. 
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7. A desaription of the eaperienae and finanaiat 

soundness of the businmss aimers. This is probably 
the most qualitative decision that the loan officer 
will have to make* 

8s A desaription of ayaliaal and seasonaZ buQiness 
patterns and their ef feat on the financing of the 
business. 

9, A aompl&te set of reoent basia firmnaial statements 
about yourself and your buBiness^ Statements 
such as a balance sheet of your net worth or your 
businesses worth* a profit and loss statement, or a 
projected profit and loss statement ror a new 
business I and a cash flow projection are usually 
requested. 

Lending institutions are Interested in how' much money 

#■ 

you want to borrowi how you'll use it , and how and when you 
will repay it. Although some believe "lending institutions only 
lend you money when you don-t need it," all they really want is 
assurance of your ability to repay- 
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PREPARATION/ADAPTATION ACTIVITIES 

Are you able to apply these financing principles to your business 
aspirations? The following activites should help you check your 
knowledge of how to finance your business, 

ASSESS^NT ONE 

Are you a good loan candidate? Rate yourself on a scale from 1 
to 10 on the following criteria which apply to business loans, 
2, Bu&ineBB Profile 

Typ& of business; major produats^^ how lorn ee ^^lic :ed? 20 5 

Baahgrovnd^ eduaation and ezperienae of business pri^tav^ 9 4 

paXa, yhat is legal or orgmiBatioml struoture of fimi 8 3 

andy why? Is the business sound? Who are the austomers^ 7 S 

suppliers md other business aonneations? S 1 



2. Loan Request 



10 5 
9 4 



Is the requ&Bt well defined and atearly stated?^ How wtll 5 S 

ike money be used? Can the loan be seaured? Is the request?^ 2 

realistia? Is the mount reasonMe for the intent? 6 2 

3, ProBpeats - 

la it a growing industry? Does it ham good lor^ -term 10 5 

proseats? Does the business have a vicble plan? l/hat 9 4 

are the firm's goals? What would happen in the event of 8 3 

maaaident or death of owner? What insuranae is aarried? 7 2 

What is the aompetition? ^ ^ 



4, Finanoiai Condition 



Growth. Plans 
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Does the finmoml statement show strength? Does the 10 
profit and loss statement show profitability? What, % 8 9 4 

the projeated cash budget? How does aurrent finanoiai 
•piotuve aompare with previous periods (2-5 years) ? 
How will loan be'vepaid? 



8 3_ 
7 2 
6 1 



What are antioipated salsa? How muah inventory wtll be 10 5 

needed? Will 4iere be expanse for new faailities or house- 9 4 

hold imporuementa? Ave more fixtures and equipment requ%red?8 o 

Are more personnel needed to meet growth demands? What wtll 7 2 

ohanges in eaonomy do to the business? How muah gash will beS ^ 
needed? 



Part II, Unit V 
How to Finance 
the Business 



St Heputation 



What is reputation of the business and the person to 
whom the loan wilt be made? 



10 
9 

a 

7 
n 



5 
4 
3 
2 
1 



(From unpublished materials distributed at SBA workshops) 
POSTASSESSmNT 

1, What sources of information can an entrepreneur consult to 

estimate typical business expenses and sales volume for his or 
her business? 

'2, Do start-up costs vary according to the type of business? Are 

manufacturing businesses the least expensive to open? Why? Why not? 

3s Develop a projected profit and loss statement for the business you 
are consider J * opening* 

4* Prepare a projected cash flow statement for the business you 
are considering opening* 

5, Describe in detail the information you will have to provide to a 
lending institution that is considering making you a loan. What 
are other means of obtaining the necesBary cash for your business? 
Which would best suit your needs? 

Compare your answers , to your responses to the preassessment * You 

may want to check" your postassesstnent answers with your instructor. 
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Part II, Unit F 
How to Finance 
the Business 



SELF-EVALUATION ^ _ _„ 

How well did you know the information needed to do the 
aetivities? 

( ) Very well 

( ) Fairly well 

( ) A little , 
Be honest with yourself* If you feel you don*t know 
the material well enough ^ it might be helpful to review this 
section before going on* 
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Part II, Unit F 
How to Financa 
the Business 




Clark^ L. H., Jr. "The Venturers ; Frank Filling Discovers 
That Banks Are Ready to Aid Small Concerns J* The Wall 
Street Journal ^ November 25, 1977: 1. 

"Daring to Start Your Own Business.'' Changing Times , The 
Klpllnger Magazine , June 1977: 25, 

International Franchise Association, Classified Directory 
of Members , Washin:^on, D,C,i Interiiational Franchise 
Association. [ 

Jessup, C, & ChippSj G, ''Working for Yourkelf: If It for You?" 
Glamour, March 1977: 164, N 

Small Business Administration, Washington, D,C.: Government 
Printing Office, f 

, Business Plan for Retailers. Small Marketers Aid No, 150, 
February 1975, 

, Franchige Index/Profile , 1973:87, 

"Small Businesses You Can Start on $6,000 and Up." Changing 
Times » The Kiplinger Magazine , August 1977: 40. 

"Steps to Starting a Business," Small Business R eporter, 1976: 
4-7, 11 and 17. 

Stevens, Mark, "Federal Loan Aid Available," The Columbus 
Dispatch , June ^27, 1976:10, ^ 

U,S» Commerce Department, Washington, D,C,: Government 
Printing Office, 

, Franchising In the Economy , 1975^1977 , 

, Franc hising Opportuni ties Handbook , 1977, 



EKLC 
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Part Ilj Unit F 
How to Finance 
the Business 




^^^^^^^^^ 



Annu^ ^ l Statement Studies . Philadelphia: The Robert Morris 
Asnociates* 

Barometer of Small Business * San DiegOj Ca, : Accountirig 
Corporation of America , 

Key Business Ratios . New York: Dun & Bradstreets Inc. 

KrepSs C. Analyzing Financial Statements . American 
Institute of Bankings Washington, DC* 1975* 

Small Business Admlnlstiatlon. Washington^ DC: Government 
Printing Office. 

, The ABC's of Borrowing s Management Aid No. 170, 

Budgeting in a Small Service Firm / Small Marketers Aid 
No. 146. 

Is Your Cash Supply _Adequate ? Management Aid No. 174 

. Ratio Analysis for Small Business ^ 4th Edition^ 1977. 

Sound Cash Management and Borrowing ^ Small Marketers 
Aid No* 147. 

Steinhoff s D. Small Business Management . New York: McGraw-Hill j 



"What Going Into Business Costs." Changing Times ^ The Klpllnger 
Magazine , June 1971.. 

FILMS ' . 
EXPLORATION LEVEL ; 

"The Heartbeat of Business'* (14 min.) Available for purchase 

or rental from Sales Branch » National Audiovisual Center^^ 
General Services Administration, Washington, DC 20406, 
Phone (301) 763*1954. 



1974. 
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Part IT, Vnit 
How CO Financt: 
the BusinOHH 



Emphasizes the importance of financial managamoni: 
Through conversations about and flashbacks of episodes in 
thi ma-in charac tar's business affairs, sonie examples of 
good " and bad financial management are dramatiEed. 
How to managp business finances and how to practice approvc 
menhods are also pointed out. 



PACE 

A Program for 
Acquiring Competence 
in Entrepreneurship 



RESEARCH AND DEVELOPMENT SERIES WO. 134 B-Q 

' Instructor's Guide 

>art !l 

Becoming An Entrepreneur 



Unit F 

I How To Finance The Business 



THE NATWNAL CENTER 
FOR RESEAfiCH iN VOCaT!ONAL EDUCATION 

THE OHIO STATl UNfVSFSmr 
1960 ICENPIY POAD.COuUyfiUS, QHtO ^3210 




' -^^y- "^0^ 



USING THE INSTRUCTOR'S GUIDE 



Thi instructor's Guide contains the following: 



TeaGhing/Learning Objectives (identical to the Teaching/ 
Learning Objectives found in the PACE unit) 



. .y , # TaacHing/Ltarning Delivacy, Suggestions 

'^W'A ^^-rJ'!.::' ::^T0m; ^^^-^^^-^.^^ 'i^i^M^- 



This information is geared towards the three levels of learning, and is designed 
'fer use as a supplennental teaching aid* Additional "instructions for using PACE, 
sources of information^ and an annotiteri glassary can be found in the PACE 



PRE/POSTA^iSSMENT 
SUGGESTED RESPONSES 



EXPOSURE 

1. Stirt-up costs are the one-time costs you will have to meet in establishing your business 
and the cost of operating the venture until it begins to generate a profit 

2. Nit worth is determined by substracting liabilities (what you owe) from assets (what 
you own), 

3. Sourees of Infomiation include other business owners, government publications, and 
trade a^ociation publications. 

4* Equity financing is financing the business with your own money or funds provided by 
others. Debt financing Is finmcing the business with borrowed funds. 

5. A buslniss plan simply explains what your business venture will be like and describes how 
you Intend to operate it Plan should include start-up costs, operating expenses, and 
. projected income. . : . j - , . 



iXPLORATION 

1, Fixed costs remain fairly constant arid include such items as insurance, rent, taxes, and ^ 
^^ir.^. license. Vari&ble costs change according to volume of production and include^ch items \ 

: ' - as salarias. Inventory, utlliti^, advertising, and payroll taxes, vft^ ^^^U^ -"^P^f^lr^^, 

'm:"'—--^.. ' "■ " " " 

2, Jo ditermine the start-up cost for your busine^ you must know what it will cost to K^p^v> > • 
V ^tablish the firm and operate It until it generates a profit Responses should indicate _ v . 

^ - knowledge of tfie various methods of finincing, . 

3, Sources of busmen loans Include life insurance companies, personal finance companies, / - ^ 
commercial finance companies, market value of securities or other owned investment, 

1^ , commercial bank^ savings and loan aTOciatlons, Small Business Administration (SBA), 
and Small lusinra Investment Companies (SBIC), ^ ^4^" 1^^^ 



fk profit and foss ststement shows whether a firm is making a profit or operating at a 
lo^ and tells (a) total salis, (b) coit of goods sold, (c) gross profit, {dj expenses fe) net 
profit A pro/ect&d cash flow statsment IllustratiS the relationship between incoming and 
outgoing cash. It fndlcatfi when cash is being paid out to debtors and when cash is coming 
in from sales, investment!, etc. The balance iheet is a statement of the financial condition 
on a given day. For example, the statement of start-up costs is an opening day balance 
sheet 

Responses should note the fact that lending institutions do not like to invest a greater 
percentagi of money in a busine^ than the owner has invested. They are reluctant to 
risk funds that the owner is unwilling to risk. 



<^4 



PREPARATION/ADAPTATION 



Otfier business owners, trade a^ociations, government agencies, trade magazines, 
^Miillzed accounting firms, and colleges and univefiities are good sources of 
Information, v 



Start-up costs do vary. It costs more to establish ffianufacturing concerns. Start-up 
coffi must include machinery and equipment expenses, cost of raw materials, and 
possibly special iied labor costs, ' : 



Statement should include projected sales, cost of goods sold, expenses, gross profit, 
and net profit i^i^ 

Statement should project all sources of Income and all anticipated debts. 

, rl^ v'** ■ ^,t^^^ . .^^^f^^^ . ^i^^^^^JftiV.^*.^; 

^Tiy to prepare as detailed an account as possible. Prepare an explanation of the purpose 
' of the loan, a tentative plan for repayment, a reasonible rate of interest^ history of the 
business and the nature of operations, de^rlption of competitors, record of previous 
loans, and a complete set of recent basic financiil statements. Respondents should 
discus otfier sources of obtaining cash mjch as trade credit, borrowing from individuali, 
-borrowing from their own life insurance policies, and leasing in relation to their planned 
vinturi. \:\ . , ... . 



ERJC^wr 




TEACHING/LEARNING OBJECTIVES 



Upon cnrupletion ef thli livfl of Instruction you should bs abln to; 



1 -. Dt^^cril^i! the information needed to dcMennino start-up cusi:^ 
for n business, 

2. Explain the difference between equity and debt fihancing. 

3. Describe altarnativa sources of financing availabie'to small busi^ 
nffs^os. 

'1. De^^ rii^^ the in^^- 'nation that should be Included in a Iji' in-ss 

pljM 

5. Describe three financial itatements needed for developing a businci 
plan, V . /. / - .x^W 



1 RvplHiri how to determine start up costs for a business. 

2 hi'iMi'fy fixed and variabfu CQSis. 

J. Explain the difforonce botween equity financing, debt 
financing, and trade credit. 

4, DesfjrihB alternatjve sources for loans, " 

5. Explain why the businesE owner will need to invest personnl 
furvls if^ the businsss. 

0. Describe these financial reports: (U balance sheet, (2) fKofit and 
loss statement, arid (3) cash flow projection. 



1, Deterrnine capital needs for your business venture. 

2. Preriare « proiectefl profit and loss statonient and a projectr?d cash 
f low stiH imont fur your business, 

3. Drs*"'!!^'* source^ information avoilnbin to help you piff^^re 
finar»cinl reports \n your firm, 

4, Desrrjbn the type of informaiion you will need to obtain a loan, 

I 



TEACIilNG/LEAnrgiNG DELIVERY SUGGESriONS 



A variety of Hifferent tesching/lGarning methndojnnlcs h^ivfl bfin 
used. To help you orjinizt your Work and plaH the Ute of tHIs level 

those suggostions arc rhirio: * ' 



K hwite on c^fficrr from a local lendifTn instliMtion tn mnnt \^\\h 
group and discuss the cuhrent situation reysrding moniis available 
for small buiifiess !6ani:tJl'Jf : .^^ f ' ' ' . . ; ii 

2, Invite an entroprengur \vt^^as'opena{l a bliiinesi withif^ th^ past v:f 



, year to descHbe 

ncss. 



he or she obtaiiied financing fdr the busi^ 



Invito repEe^erUatiOes from a varinty of lendirui institutinni for 
i\ p/innl difnussiori on the availatjiMty ff mnnrv foi mtvH! busi/ir^ 
loans, rnquiroments to b^^ satisfiijcl by rho npf nnt tn net n fcuni 
arid general attitudes of the lending instituticHis toward issufng 
loans to small buslhelses. K 

Contact both the Smal! Business AdminUiration and a lending 
institution to obtain information on their irnding fiolir!*' 
loan progranl- 

Invits a local CPA br public accountafU to meet with tiie yfoup 
to discuss thg prepaNtton and importance of financial statements 



d 



Obtain information bn typical business operatiru) fatlos from suuh 
sources as the Sma// Business ^^portrr scries publish^^d by H^wik of 
America and Annua! Stawment SWd^vs published by fkibnrt Mofris 
Associates, 

Have a local trade Credit iupplier meet with the group and discuss 
the firm's poncies fdi^ dealing with new small businesses 

^ IT: f , ■ V. . \ 
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ERIC 



Tne PACE series consists of these parts end units, 

PMT 1 1 GETTING RE^Y TO BEMME M ENTREPRENEUR 
Unit At Nature of Small Business 
Unit Bi Are You an totrepreneur? 
Unit Cs How to Succeed and How to Fail 

PART III BECCMING AN roTREPRENEUR 

Unit A* Developing the Business Plan 

Unit Bi Wiera to Locate the Business 

Unit Ci Legal Issues and Smll Business 

Unit Di Goverment Regulations and Small Business 

Unit E: Choosing the Type of Ownership 

Unit F: How to Finance the Business 

Unit G: Resouroes for Jtonagerial Assistance 

PART III: BEING AN ENTMPRENEUR 

Unit A: Managing the Business 

Unit B: Financial Itoagement 

Unit C: Keeping the Business Records 

Unit D: Marketing Jtonagement 

Unit E: Successful Selling 

Unit Ft Managing Human Resources 

Unit G: Comnunity Relations 

Unit Hi Business Protection 

RESOURCE GUIDE 
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